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LETTER  OF  TRANSMITTAL 


Federal  Trade  Commission, 

Washington^  June  1936. 

The  Speaker  of  the  House, 

House  of  Representatives.,  Washington,  D.  G. 

Sir:  I have  the  honor  to  transmit  herewith  a fourth  report  of 
the  Federal  Trade  Commission,  regarding  the  distribution  and  sale 
of  milk  and  milk  products,  entitled  “Report  of  Federal  Trade 
Commission  on  Milk  Market  Regulation  and  Practices  of  Distribu- 
tors in  Relation  to  Margins,  Costs,  and  Profits  of  Distributors  in 
Boston,  Baltimore,  Cincinnati,  and  St.  Louis.” 

The  three  previous  reports  of  the  Commission  on  this  subject  were 
as  follows:  (1)  General  report,  including  hearings,  on  the  Con- 
necticut and  Philadelphia  milksheds  (H.  Doc.  152,  74th  Cong.,  1st 
sess.),  (2)  costs,  investment  and  profits  in  the  Connecticut  and 
Philadelphia  milksheds  (H.  Doc.  387,  74th  Cong.,  2d  sess.),  and 
(3)  a report  on  the  Chicago  milkshed  which  was  sent  to  Congress 
on  April  15,  1936,  but  which  has  not  yet  been  printed. 

Like  the  previous  reports,  the  present  report  was  prepared  and 
is  submitted  pursuant  to  House  Concurrent  Resolution  No.  32, 
Seventy-third  Congress,  second  session,  adopted  June  15,  1934. 

By  direction  of  the  Commission. 

Charles  H.  March,  Chairman. 
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REPORT  OF  THE  FEDERAL  TRADE  COMMISSION  ON  MILK- 
MARKET  REGULATION  AND  PRACTICES  OF  DISTRIBUTORS 
IN  RELATION  TO  MARGINS,  COSTS,  AND  PROFITS  OF  DIS- 
TRIBUTORS IN  BOSTON,  BALTIMORE,  CINCINNATI,  AND 
ST.  LOUIS 

• ^ 

Chapteb  I.  Introduction  and  Summary 

SECTION  1 . ORIGIN  AND  SCOPE  OF  INQUIRY 

This  report  on  milk-market  control  and  margins,  costs,  and  profits 
of  distributors  in  Boston,  Baltimore,  Cincinnati,  and  St,  Louis  is 
submitted  to  the  Congress  in  further  response  to  House  Concurrent 
Resolution  32,  Seventy-third  Congress,  second  session.  This  report 
does  not  cover  the  operations  of  all  the  distributors  in  the  markets 
named  above.  It  contains,  in  addition  to  some  discussion  of  control 
measures,  an  analysis  of  the  unit  margins,  costs,  and  profits  of  certain 
distributors,  and  of  the  milk-settlement  plans  used  in  paying  pro- 
ducers. A number  of  practices  engaged  in  by  these  distributors 
which  have  a decided  effect  upon  their  margins  are  also  shown.  A 
comparison  of  methods  of  allocating  delivery  expenses  to  products  is 
presented,  with  some  critical  comment  upon  their  value. 

It  is  believed  the  report  will  prove  of  value  to  those  entrusted 
with  formulating  milk-marketing  control  measures  and  that  officials 
administering  control  acts  will  likewise  find  it  helpful. 

SECTION  2.  SUMMARY  OF  REPORT 

Important  facts 'developed  by  the  inquiry  and  discussed  in  this 
report  may  be  summarized  as  follows: 

1.  The  Boston  milk-market  production  shed  roughly  comprises  the 
States  of  Massachusetts,  Vermont,  New  Hampshire,  and  Maine.  Of 
Boston  milk  receipts  in  1935  Vermont  supplied  about  60  percent  and 
Massachusetts  about  14  percent. 

Approximately  70  percent  of  the  Boston  milk  supply  is  controlled 
by  one  cooperative  federation,  New  England  Dairies,  Inc.  The 
dominant  member  unit  is  the  New  England  Milk  Producers  Asso- 
ciation, a bargaining  organization  with  over  20,000  members,  only 
4,000  of  whom  are  located  in  Massachusetts. 

Early  in  1934,  30  distributors  handled  90  percent  of  the  milk  sup- 
ply for  the  Greater  Boston  market,  another  30  handled  G percent,  and 
the  remaining  4 percent  was  handled  by  approximately  575  distribu- 
tors, a large  proportion  of  whom  were  producer-distributors.  The 
Commission  found  that  in  1935  the  two  largest  Boston  distributors 
handled  63  percent  of  the  class  I milk  sales  in  the  Greater  Boston 
market.  Under  the  supervision  of  the  market  administrator,  who  is 
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in  charge  of  the  Agricultural  Adjustment  Administration’s  regula- 
tions, most  of  the  producers  in  the  Boston  milkshed  were  paid  on  a 
base-rating  plan  of  milk  settlement.  A sufficient  number  of  pro- 
<lucers,  however,  in  that  area  were  selling  milk  on  a flat  price  basis 
to  cause  considerable  disturbance  in  the  retail  and  wholesale  market. 

The  Massachusetts  milk-control  law,  creating  a milk-control  board, 
became  effective  July  3,  1934.  Among  its  other  activities  it  has  set 
a schedule  of  resale  prices  for  milk  and  milk  products  in  the  Boston 
market,  the  schedule  being  determined  on  the  basis  of  meetings  Avith 
distributors.  It  is  reported  that  in  1935  about  15  percent  of  the 
milk  shipped  to  Boston  was  sold  below  such  schedule  prices. 

Conditions  in  the  Boston  market  hav’e.  long  been  unstable,  accord- 
ing to  report,  and  Avhile  the  efforts  of  tlie  Federal  Market  Admini- 
strator and  the  Massachusetts  Board  of  Milk  Conti-ol  liaA^e  done  much 
to  improve  conditions  in  that  milkshed,  there  continues  to  be  wide- 
spread dissatisfaction  among  producers,  especially  those  in  the  State 
of  Massachusetts.  It  is  pointed  out  that  one  of  the  problems  con- 
fronting control  authorities  in  this  milkshed  is  that  of  reconciling 
the  demands  of  different  groups  of  producers,  both  organized  and 
unorganized,  located  in  Massachusetts  and  in  other  parts  of  the 
milkshed. 

2.  The  history  of  the  Baltimore  milk  market  is  one  of  peace  and 
quiet  as  compared  with  most  of  the  metropolitan  markets  of  the 
country  Avhich  haA^e  been  examined.  This  may  be  ascribed  in  part 
to  the  fact  that  the  one  cooperative  in  this  shed  has  by  shreAvd 
management  succeeded  in  minimizing  the  price  and  surplus  problems. 
In  part  it  is  due  to  the  comparatively  few  milk  distributors  operat- 
ing in  the  Baltimore  sales  area,  Avhich  situation  is  probably  to  some 
extent  the  result  of  the  success  in  the  handling  of  the  price  and 
surplus  problems.  In  that  market  the  importance  of  maintaining 
proper  relationships  betAveen  class  and  blended  prices  is  fully 
recognized. 

One  company,  at  the  time  of  the  inquiry,  sold  approximately  55 
percent  of  the  fluid  milk  going  to  the  Baltimore  market  and  the 
next  largest  distributor  handled  approximately  11  percent. 

The  Maryland  CooperatiA^e  Milk  Producers,  Inc.,  the  only  coop- 
erative association  in  the  Baltimore  area,  controls  the  bulk  of  all 
milk  going  into  the  Baltimore  sales  area.  It  acts  as  sales  agent 
for  approximately  3,400  producer  members.  Reorganized  in  1918 
the  association  has  become  one  of  the  leading  milk-marketing  coop- 
eratiA^es  in  the  country.  The  association  has  built  up  a substantial 
reserA'e  fund  through  brokerage  deductions,  Avhich  in  1931  amounted 
to  approximately  $900,000.  The  jjurpose  of  the  fund  is  to  strengthen 
the  association’s  bargaining  j)osition  Avith  the  distributors  and  to 
enable  it  at  all  times  to  take  care  of  all  milk  produced  by  its  members 
regardless  of  any  contingency  that  may  arise.  All  butterfat  testing 
is  done  by  an  independent  laboratory,  maintained  jointly  by  the 
producers’  association  and  the  distributors.  This  practice  has  re- 
moA'ed  one  source  of  ill  Avill  that  often  disturbs  relations  betAveen 
nroducers  and  distributors. 

The  Maryland  Cooperati\"e  Milk  Producers,  Inc.,  is  a pioneer 
in  the  use  of  the  base  and  surplus  plan  of  milk  settlement,  having 
used  it  successfully  since  1918.  At  the  time  of  the  inquii-y  the 
distributors  buying  from  the  association  Avere  paying  23  cents  per 
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gallon  of  4-percent  milk  for  all  their  class  I and  II  sales.  The 
producer  members  of  the  association  AA'ere  being  paid,  however,  on 
a base  rating  plan.  The  association  sells  all  of  the  surplus  milk 
of  its  members  at  the  best  possible  market  price  obtainable,  largely 
in  the  form  of  40-percent  cream.  The  processing  of  the  surplus  is 
done  by  distributors  acting  as  agents  for  the  association.  One  com- 
pany, Avhich  OAvns  15  of  the  16  country  receiving  stations  in  the 
shed,  did  substantially  all  of  the  jirocessing.  This  method  of  hand- 
^ ling  surjilus  is  regarded  as  a highly  satisfactory  business  arrange- 

I ment  by  both  the  association  and  the  distributing  company  doing 

most  of  the  processing.  Approximately  20  percent  of  the  earnings 
in  1935  of  the  distributor  doing  practically  all  the  processing  Avas 
derived  from  handling  surplus  milk  for  the  account  of  the  association. 
: 3.  The  history  of  the  Cincinnati  market  is  one  of  conflict  betAveen 

I producers  and  distributprs.  The  prciducers  have  organized  co- 

operative associations  and  the  distributors  have  opposed  these  asso- 
ciations. This  opposition  developed  into  a refusal  of  distributors 
to  purchase  milk  from  one  of  the  earlier  organizations  later  to 
become  the  Cooperative  Pure  Milk  Association,  Avhereupon  the  as- 
sociation purchased  the  largest  milk  distributing  plant  in  the  city 
in  an  attempt  to  provide  an  outlet  for  the  milk  produced  by  its 
members. 

About  the  time  the  distributing  plant  Avas  purchased  by  the  asso- 
ciation, many  of  the  other  producers  in  the  market  Avere  loosely 
organized  as  the  K.  I.  O.  Milk  Producers  Association,  but  it  appears 
that  in  its  earlier  history  this  association  Avas  dominated  by  dis- 
tributors and  that  the  producers  AA'ere  forced  to  accept  prices  and 
base  and  surplus  ratings  determined  largely  by  the  distributors. 

Prior  to  1931  the  Cooperative  Pure  Milk  Association  appears  to 
have  had  no  definite  payment  plan  but  settled  Avith  its  membei-s 
either  at  a flat  price  or  on  the  basis  of  the  utilization  of  the  milk. 
In  1931  a percentage  of  each  member’s  total  production  each  month 
Avas  designated  as  his  base.  Since  1932  the  members  haA^e  been  paid 
according  to  the  utilization  or  classes  in  which  the  milk  was  sold 
, to  the  consumers. 

The  members  of  the  K.  I.  O.  Milk  Producers  Association  were 
paid  on  a flat  price  basis  until  early  in  1925,  and  from  that  time 
until  1930  they  Avere  paid  on  a base  and  surplus  plan.  Since  1930 
the  association  members  have  been  paid  on  a base  surplus  and  util- 
ization plan. 

Early  in  1933,  a third  association,  the  Milk  Producers  Union,  Inc., 
was  formed  and  immediately  met  Avith  the  opposition  of  distributors, 
Avho  i-efused  to  purchase  milk  from  the  association  members.  The 
association  thereupon  ])urchased  a creamery  and  sold  the  product 
of  its  members  in  the  form  of  butter.  The  distributors  then  began 
to  purchase  milk  from  the  association.  Since  the  association  dis- 
posed of  its  creamery,  its  members’  milk  has  been  sold  on  a base- 
surplus  and  utilization  plan. 

The  Ohio  ]NIilk  Marketing  Commission  came  into  the  market  in 
the  fall  of  1933  and  is  reported  to  have  had  a decidedly  stabilizing 
effect  upon  the  market.  It  effected  a definite  base  and  surplus  plan 
[ of  alliK-ating  milk  receiA^ed  from  producers  and  established  a system 

Avhereby  producers  AA^ere  to  be  paid  for  base  milk  according  to  its 
utilization. 
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The  Ohio  Milk  Marketing  Commission  went  out  of  existence  July 
1,  1935.  The  Cincinnati  Sales  Association  was  immediately  formed 
by  distributors  and  representatives  of  two  cooperatives  to  act  as  sales 
agents  for  the  producer  members  of  these  two  cooperatives.  A group 
of  producers,  not  members  of  any  cooperative,-  also  sell  their  milk 
through  the  sales  association.  This  association  has  an  agreement 
with  most  of  the  larger  distributors  in  Cincinnati  whereby  the  latter 
agree  to  resell  milk  at  stipulated  prices,  within  the  Cincinnati  sales 
area,  and  also  to  refrain  from  doing  certain  things  set  forth  in  a list 
of  so-called  unfair  trade  practices. 

4.  The  St.  Louis  milkshed  is  a surplus-milk-producing  area.  For 
the  period  from  March  1934  to  September  1935,  inclusive,  of  the 
669,472,327  pounds  of  milk  handled  by  St.  Louis  distributors  42.1 
percent  was  sold  as  class  III  or  surplus.  The  large  milk  surplus 
available  has  tended  to  maintain  a closer  relationship  between  class 
I prices  and  the  price  of  butterfat  than  in  most  of  the  metropolitan 
milk-marketing  areas  in  the  United  States  studied  by  the  commission. 

The  Sanitary  Milk  Producers,  Inc.,  a producer  coojjerative,  acts 
as  sales  agent  for  approximately  12,900  members.  It  has  been  oper- 
ating since  1930  and  claims  to  control  approximately  70  percent  of 
the  milk  shipped  to  St.  Louis. 

It  was  stated  to  members  of  the  Commission’s  staff  that  prior  to 
1934  the  milk  supply  of  St.  Louis  was  unclean  and  contained  a high 
bacteria  count.  Since  the  new  ordinance  was  approved  providing 
for  more  adequate  inspection  of  farms,  the  general  quality  of  the 
milk  as  received  from  producers  has  been  greatly  improved. 

Prior  to  October  1,  1930,  a flat  price  method  of  paying  producers 
was  used  by  St.  Louis  distributors.  With  the  advent  of  the  Sanitary 
Milk  Producers,  Inc.,  in  1930,  the  base  and  surplus  plan  was  adopted. 

The  base  and  surplus  plan  was  dropped  by  the  Sanitary  Milk 
Producers  in  1934,  and  a market  pool  price  plan  was  adopted  under 
the  supervision  of  the  Federal  market  administrator.  Under  this 
arrangement  all  distributors  paid  producers  the  same  price  for  milk, 
f.  o.  b.  St.  Louis,  the  price  being  determined  by  the  market  adminis- 
trator on  the  basis  of  reports  made  to  him  by  the  distributors.  At 
the  time  of  the  inquiry  the  St.  Louis  market  was  using  an  individual 
dealer  pool  plan  of  paying  producers. 

5.  Prior  to  the  organization  of  the  Ohio  Milk  IMarketing  Commis- 
sion, which  began  operations  October  1933,  Cincinnati  distributors 
had  practically  complete  control  over  milk  settlements  with  pro- 
ducers, The  class  I price  was  supposed  to  be  paid  for  60  percent  of 
each  ])roducer’s  base,  and  the  class  II  price  for  40  percent.  The 
class  III  prices  were  to  be  paid  for  all  milk  delivered  in  excess  of 
their  respective  bases.  The  theory  was  that  the  total  of  60  percent 
of  producer  bases  was  to  approximate  the  class  I sales  of  distribu- 
tors and  the  total  of  40  percent  of  bases  was  to  approximate  class  II 
sales.  Producers  who  delivered  less  than  their  respective  bases  re- 
ceived the  class  I price  for  60  percent  of  the  milk  delivered^  and  the 
class  II  price  for  40  percent  of  the  milk  delivered.  To  the  extent 
that  producers  failed  to  deliver  their  respective  basics,  the  distribu- 
tors were  able  to  use,  for  class  I and  II  sales,  deliveries  in  excess  of 
their  bases  made  by  other  producers,  the  excess  being  paid  for  at 
class  III  prices.  As  a result  of  this  practice  milk  producers  were 
underpaid.  If  the  underpayment  is  computed  on  the  basis  most 
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favorable  to  them  (and  the  least  profitable  to  the  distributors),  the 
number  of  quarts  of  milk  which  the  distributors  used  for  class  I 
sales  but  paid  for  at  class  III  prices  was  1,425,367  for  the  period 
1931  through  September  1933.  On  the  basis  least  favorable  to  pro- 
ducers (and  most  profitable  to  distributors)  the  number  of  quarts 
involved  was  3,395,743.  In  addition  the  Cincinnati  distributors  also 
used,  in  the  same  period,  1,723,255  quarts  of  milk  for  class  II  pur- 
poses for  which  they  paid  the  class  III  price,  calculated  on  the  basis 
most  favorable  to  producers.  In  other  words,  no  matter  which 
method  of  settlement  was  used  by  the  distributors,  the  producers  lost. 
(See  ch.  II,  sec,  14). 

6.  Prior  to  the  entrance  of  the  Agricultural  Adjustment  Adminis- 
tration into  St.  Louis,  distributors  determined  the  quantity  of  milk 
to  be  paid  for  at  the  class  I price  by  applying  a percentage  to  each 
producer’s  base,  w-hich  was  calculated  each  month,  by  dividing  class 
I sales  by  total  producer  basics.  As  the  distributors  included  the 
basics  of  producers  who  did  not  deliver  milk  during  the  month  in  the 
mrcentage  calculation,  it  is  obvious  that  the  application  of  the  calcu- 
lated percentage  would  result  in  less  milk  being  paid  for  at  the  base 
price  than  was  sold  as  class  I.  Furthermore,  to  the  extent  that 
producers  failed  to  deliver  their  respective  basics,  the  distributors 
were  able  to  use,  for  class  I sales,  deliveries  in  excess  of  their  basics 

j made  by  other  producers  and  paid  for  at  the  surplus  prices.  Two 

distributors,  during  the  year  1932  and  the  first  6 months  of  1933,  paid 
surplus  milk  prices  for  2,392,369  quarts  of  milk  which  they  had  sold 
in  bottles.  (See  ch.  II,  sec.  17.) 

7.  The  excess  of  the  class  I price  over  the  blended  price  was  the 

I]  greatest  in  the  case  of  Boston,  1.58  cents  per  quart,  and  the  least  for 

' Baltimore,  0.78  cent  per  quart,  with  St.  Louis  occupying  an  inter- 

mediate position  with  1.11  cents  per  quart.  Boston  also  show-ed  the 

I largest  excess  of  the  blended  pric^  over  the  class  II  price,  2.37  cents 

per  quart,  while  Baltimore  was  only  0.67  cent  ]ier  quart  and  St. 
Louis  only  0.6  cent  per  quart.  The  significance  of  these  figures  lies 
‘ in  the  fact  that  they  may  be  closely  related  to  conditions  in  the 

' three  milksheds.  In  Baltimore,  where  the  relationship  is  narrow, 

market  conditions  are  reported  to  be  remarkably  stable,  while  in 
Boston  and  St.  Louis  the  reverse  appears  to  be  true.  (See  ch.  II, 
sec.  18.) 

8.  The  use  of  the  term  “spread”  to  illustrate  the  amount  re- 
tained by  milk  distributors  to  cover  their  operating  expenses  and 
profits,  when  this  amount  is  calculated  by  subtracting  from  the  retail 
price  of  a quart  of  milk  sold  on  routes  the  per  quart  class  I price 
paid  to  producers,  was  criticized  in  a previous  report  issued  by  the 
commission  on  December  31,  1935.  In  that  report  such  a calculation 
was  termed  a “rough  and  ready”  method  which  “falls  far  short  of 
telling  the  real  story.”  For  example,  in  calculating  a spread,  or 
gross  margin,  by  the  rough  and  ready  method  for  Baltimore  gives 
a result  of  6.26  cents  per  quart  for  fluid  milk  or  about  20  percent 
greater  than  the  actual  margin  realized  by  distributors  in  that  city 
of  5.21  cents  per  quart.  A similar  discrepancy  occurs  in  the  case 
of  margins  for  Cincinnati  distributors,  the  spread  bv  the  rough  and 
ready  method  (6.84  cents  per  quart)  being  about  16  percent  greater 
than  the  actual  margin  (5.90  cents  per  quart). 
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The  actual  gross  margins  per  quart  on  all  milk  products  sold  by 
the  distributors  covered  by  the  inquiry  during  October  1935,  were 
5.02  cents  for  Baltimore,  4.28  cents  for  Cincinnati,  3.41  cents  for 
St.  Louis,  and  3.35  cents  for  Boston.  These  figures  reflect  such 
factors  as  varying  percentages  of  fluid  milk  and  fluid  cream  sold 
in  bottles  and  in  bulk  on  retail  and  wholesale  routes  at  different 
prices,  and  of  other  milk  products  made  and  sold  as  well,  deduc- 
tions from  producers  to  cover  country  receiving  station  operating 
costs  and  freight  and  cartage,  actual  casts  of  transportation  from 
country  plants  to  city  processing  ])lants,  purchase  and  use  of  outside 
cream  and  other  manufactured  or  partly  manufactured  material,  and 
milk  purchased  from  producers  at  butt  erf  at  differential  prices, 
(See  ch.  Ill,  sec.l.) 

9.  Two  large  Boston  distributors  added  cream  to  milk  purchased 
to  raise  the  butterfat  content  of  the  latter.  In  determining  the 
quantities  of  milk  to  be  paid  for  at  class  I })rices,  however,  the  distri- 
butors deducted  the  number  of  quarts  of  added  cream  from  total 
class  I sales.  This  practice  resulted  in  315,981  (juarts  of  producers’ 
milk  being  paid  for  at  class  II  prices  instead  of  class  I prices  during 
the  9 months  beginning  in  June  1935.  Returns  to  prcxlucers  were 
depressed  by  $13,184.71,  which  is  equivalent  to  4.17  cents  per  quart 
on  the  315,981  quarts  involved.  (See  ch.  I II,  sec.  2.) 

10.  Boston  distributors  deducted  0.215  cents  per  quart  from  pro- 
ducers on  all  milk  shij)ped  from  farm  direct  to  city  plants.  Boston 
was  the  only  one  of  the  four  cities  covered  by  the  inquiry  where  such 
a deduction  was  allowed.  This  charge  was  given  the  distributors  to 
cover  handling  costs  for  receiving  milk  at  city  plants.  (See  ch. 
Ill,  sec.  2.) 

11.  Butterfat  differentials  paid  by  Boston,  Cincinnati,  and  St. 
Louis  distributors  were  appro.ximately  50  percent  of  the  respective 
per  pound  cla.«s  I prices  for  basic  quantities  of  butterfat,  while  the 
differentials  in  Baltimore  were  between  70  and  90  percent  of  the  per 
l^ound  class  I price  for  the  basic  quantities  of  butterfat.  Differen- 
tial prices  for  butterfat  are  especially  significant,  because  producers 
are  paid  on  the  basis  of  the  butterfat  content  of  their  milk.  The 
percentage  of  total  butterfat  in  fluid  milk  sales  (class  I)  that  were 
paid  for  at  butterfat  differential  prices  in  Boston  and  St.  Louis, 
5.37  and  3.40  percent,  respectively,  were  higher  than  the  correspond- 
ing percentage  of  1.98  percent  in  Baltimore  during  the  year  1935. 
Cincinnati  distributors  paid  the  butterfat  differential  price  for  7.08 
percent  of  the  butterfat  in  Class  I sales  during  the  first  6 months 
and  3.80  percent  during  the  last  6 months  of  the  year  1935.  (See 
ch.  III.  sec.  2.) 

12.  Margins  of  milk  distributors  operating  country  receiving  sta- 
tions are  affected  by  any  allowances  made  to  cover  the  cost  of  oper- 
ating such  stations,  or,  of  course,  by  the  lack  of  any  such  allowances. 
The  distributors  in  St.  Louis  were  not  given  an  allowance  to  cover 
the  cost  of  o])erating  their  stations,  Avhich,  for  the  companies  cov- 
ered was  12.814  cents  per  hundredweight  on  all  milk  handled  by 
their  stations.  The  cost  of  operating  country  stations  by  the  Boston 
distributors,  however,  was  off.set  by  an  allowance,  so  that  a gain  of 
0.702  cent  per  hundredweight  was  realized  on  all  milk  so  received. 
In  the  Baltimore  market,  the  allowance  on  all  milk  delivered  to 
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country  receiving  stations  exceeded  the  cost  of  operating  such  stations 
by  12.185  cents  per  hundredweight.  (iSee  ch.  Ill,  sec.  2.) 

13.  Another  factor  affecting  margins  of  milk  distributors  is  the 
difference  between  the  cost  of  hauling  milk  from  country  points  to 
city  plants  and  the  charges  collected  from  producers  for  this  service. 
In'  Boston  the  difference  amounted  to  0.263  cent  per  quart  on 
milk  hauled  by  the  distributors  covered  by  the  inquiry,  the  largest 
difference  of  all  four  markets.  In  St.  Louis,  the  result  was  a loss  to 
the  distributors  equal  to  0.131  cent  per  quart.  Cincinnati  distributors 
profit  to  a slight  extent,  0.032  cent  per  quart,  while  for  Baltimoi'e  the 
gain,  0.233  cent  per  quart,  more  nearly  approximated  that  for  Boston. 

The  foregoing  sums  may  seem  insignificant  as  thus  expressed  on 
a (juart  basis.  When,  however,  the  amounts  are  related  to  the  gross 
margins  and  particularly  net  ])rofit  per  quart,  the  result  is  a figure 
which  is  far  from  insignificant.  (See  ch.  Ill,  sec.  2.) 

14.  Among  the  practices  engaged  in  by  some  St.  lA)uis  distributors, 
both  in  the  past  and  at  the  time  of  the  inquiry,  which  have  op- 
erated to  depress  returns  to  milk  producers  are  the  following: 

(a)  The  adjustment  of  reports  to  the  market  administrator  dur- 
ing 8 months  of  1935,  so  as  to  obtain  freight  deductions  on  4,854.275 
(juarts  of  milk  in  e.xcess  of  the  deductions  which  should  have  been 
made.  The  returns  to  jjroducers  whose  milk  was  involved  were  lower 
by  $24,694.86  than  they  should  have  been.  The  gain  to  distributor 
and  the  loss  to  jiroducers  amounted  to  one-half  cent  per  (juart. 
(See  ch.  Ill,  sec.  2.) 

(b)  One  large  St.  Louis  distributor  put  cream,  made  from  milk 
judd  for  at  class  III  prices,  into  storage  during  May,  June,  and 
Augu.st  1935.  Some  of  this  cream  was  taken  out  of  storage  during 
October  1935,  and  January  1936,  and  reported  used  for  class  II  sales. 
This  practice  forced  an  equal  quantity  of  milk  into  class  III.  Re- 
turns to  jiroducers  were  depressed  by  $4,389.50  as  a result.  (See 
ch.  Ill,  sec.  2.) 

(c)  Two  large  St.  Louis  distributors  rejmrted  substantial  quan- 
tities of  uninspected  cream  used  for  class  II  sales.  The  use  of  this 
uninspected  cream  had  the  effect  of  12,992,518  quarts  of  local  pro- 
ducers’ milk  being  paid  for  at  class  III  prices  instead  of  class  II 
prices  during  the  j)eriod  from  March  1934  through  December  1935. 
Returns  to  j)roducers  were  thus  depressed  to  the  extent  of  $96,770.56, 
this  being  equivalent  to  practically  three-fourths  of  a cent  per  quart 
on  this  quantity  of  milk.  (See  ch.  Ill,  sec.  2.) 

((/)  Three  large  St.  Louis  distributors  paid  class  III  prices  for 
2,241,093  quarts  of  ndlk  sold  as  bulk  fluid  milk  from  March  1934 
through  February  1935.  Returns  to  producers  were  thus  depressed 
to  the  extent  of  $45,793.76,  which  amounted  to  over  2 cents  per 
quart  on  the  milk  involvecl.  Idiis  was  contrary  to  the  intention 
of  the  milk  license.  As  the  extent  of  the  practice  increased  during 
the  period  mentioned  the  later  license  was  changed  so  as  to  specifi- 
cally ])rohibit  the  practice.  (See  ch.  Ill,  sec.  2.) 

15.  Distributors’  reports  and  adequate  audits  of  milk  utilization 
are  essential  to  most  of  the  milk-settlement  plans  found  in  use. 
Thorouirh  audits  are  not  made  in  the  four  cities  covered  bv  the 
inquiry.  Distributors  cannot  be  compelled  to  open  their  records  to 
cooperative  associations.  Court  decisions  have  made  distributors 
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less  willinji'  to  allow  inspection  of  their  records  by  Federal  milk- 
market  administrators.  In  St.  Louis,  Cincinnati,  and  Boston,  dis- 
tributors have  in  the  past  engaged  in  numerous  practices  inimical 
to  the  interests  of  producers  which  an  adequate  audit  would  have 
discovered.  There  is  considerable  improvement  in  the  conditions, 
however,  insofar  as  Boston  and  Cincinnati  are  concerned.  St.  Louis 
distributors,  however,  continue  to  engage  in  practices  specifically 
prohibited  by  the  Federal  license  and  other  practices  contrary  to 
the  spirit  of  the  license.  The  Baltimore  arrangement  between  the 
cooperative  and  the  distributors  apparently  is  satisfactory  to  both 
parties.  (See  ch.  Ill,  sec.  3.) 

16.  Some  of  the  companies  examined  had  investments  in  market- 
able and  other  securities  and  a considerable  amount  of  property  not 
employed  in  the  milk  business.  Such  outside  investments  were 
equivalent  to  over  19  percent  of  the  total  investments  at  the  close  of 
1935.  Goodwill,  which  had  been  paid  for,  amounted  to  about  10  per- 
cent, and  the  remainder  represented  i)hysical  properties  and  net 
current  assets  employed  in  the  milk  business.  Some  of  these  com- 
panies had  also  recorded  a considerable  amount  of  unrealized  appre- 
ciation, with  the  result  that  the  aggregate  recorded  capital  of  all  of 
these  companies  at  December  31,  1935,  was  $33,680,817,  of  which 
only  $29,221,524  represented  actual  invested  and  borrowed  capital. 

The  capital  structure  of  these  companies  at  December  31,  1935, 
included  a relatively  small  amount  of  borrowed  capital  and  an 
unusually  large  proportion  of  undistributed  earnings,  as  will  be  seen 
by  the  following  tabulation : 


Dec.  31,  1935 : 

Preferred  stock,  less  appreciation $5,  558,  416 

Common  stock,  less  appreciation 8,  782.  315 

Surplus,  less  appreciation 11,  915, 11,3 

Long-term  debt 2,  965,  680 


Total  (less  appreciation) 29,  221,  .524 

Appreciation 4, 459, 293 


Total  recorded  capital 33,  680, 817 


Surplus  or  reinvested  earnings  of  $11,915,113  was  equivalent  to 
40.78  percent  of  total  capital,  less  appreciation. 

Some  of  these  companies  were  engagtid  exclusively  in  the  distri- 
bution of  milk  and  cream,  whereas  others  operated  not  only  milk 
divisions  but  also  ice  cream  and  butter  divisions,  condenseries,  stores, 
restaurants,  and  bakeries.  Operations  of  their  milk  divisions  are 
referred  to  for  comparative  purposes,  because  they  were  limited  to 
the  regular  milk  and  cream  business  and  a relatively  small  amount  of 
other  products. 

The  combined  net  sales  of  the  milk  divisions  of  the  11  companies 
examined  dropped  from  $68,666,465  for  1930  to  $36,862,044  for  1933, 
and  then  increased  to  $47,872,702  for  1934  and  $51,108,872  for  1935. 

The  relative  changes  during  recent  years  in  the  investment,  net 
sales,  and  net  income  pertaining  to  the  entire  milk  business  excluding 
above-mentioned  activities  other  than  the  distribution  of  milk  and 
cream  may  be  illustrated  by  such  data  for  four  of  the  companies 
examined,  two  of  which  are  located  in  Baltimore  and  two  in  Boston. 
Their  combined  investment  in  the  milk  business  during  1935  was  only 
90  percent  of  the  total  for  1930.  Their  combined  net  sales  for  1933 
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were  only  66  percent  of  1930  sales,  and  their  sales  for  1934  and  1935 
were,  respectively,  only  72  percent  and  79  percent  of  their  1930  sales. 
Their  combined  net  income  for  1933  was  61  percent  of  their  1930  net 
income  and  for  1934  only  24  percent,  but  their  net  income  for  1935 
was  50  percent  of  their  1930  net  income. 

As  might  be  expected,  when  the  sales  of  these  companies  dropped 
so  radically  and  facilites  were  not  utilized  to  capacity,  their  total 
expenses  were  not  correspondingly  reduced. 

During  the  last  3 years,  the  margin  of  profit  on  their  sales  was 
also  much  less  than  for  1930.  For  that  year  the  margin  of  profit 
on  net  sales  was  7.02  percent,  whereas  for  1933  it  was  6.47  percent 
and  for  1934  only  2.34  percent.  For  1935,  it  was  only  4.44  percent,  a 
rate  nearly  37  percent  less  than  for  1930. 

The  foregoing  reductions  are  all  closely  related  in  their  effect 
upon  the  net  returns  earned  by  these  companies  on  their  investments. 
Their  composite  average  return  on  investments  in  the  milk  business 
dropped  from  21.9  percent  for  1930  to  14.6  percent  for  1933  and 
only  6.1  percent  in  1934.  For  1935  it  was  12.2  percent,  due  prin- 
cipally to  increases  in  both  the  volume  of  sales  and  margin  of 
profit  thereon. 

Such  spreads  differ  among  the  dealers  according  to  the  nature 
of  the  products  handled,  their  proportionate  part  of  total  sales, 
and  the  efficiency  of  operation,  as  well  as  upon  the  prevailing  prices 
paid  and  received  for  milk  and  various  products. 

The  gross  margins  within  which  the  dealers  examined  operated 
during  the  month  of  October  1935,  were  as  follows : 


Percent  of  net  sales 


1 Baltimore  company 48.  71 

4 Cincinnati  companies 51. 45 

3 St.  Louis  companies 43.  65 

2 Boston  companies 42. 36 


The  average  margins  for  all  of  the  companies  examined  in  four 
cities  varied  during  the  4 i^ears  covered  as  shown  by  the  following 
tabulation : 

Percent  of  net  sales 


1930 

1933 

1934 

1935 


43. 1 
48.9 
4.3.2 
42.3 


Delivery  and  selling  expenses  are  the  most  important  classes  of 
expense  and  the  one  that  showed  the  most  variations  absolutely 
during  these  years  among  all  the  companies  examined  as  will  be 
seen  by  the  following  tabulation  by  cities  of  such  expenses  in  relation 
to  net  sales : 


Year 

Balti- 

more 

Cincin- 

nati 

St.  -Louis 

Boston 

1930 - 

Percent 

20.6 

Percent 

28.1 

Percent 

26.5 

Percent 

21.9 

1933 

29.3 

35.6 

36.2 

28.0 

1934 

27.0 

31.7 

32.8 

27.9 

1935 

25.6 

30.8 

34.2 

26.1 
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For  most  of  the  companies  examined,  labor  costs  included  in  de- 
livery expenses  were  reduced  during  recent  years  proportionately 
as  much  or  more  than  the  total  of  such  expenses. 

For  the  purposes  of  information  and  comparison,  rates  of  return 
on  investment  have  been  calculated  on  several  bases,  with  varying 
results,  which  may  be  illustrated  by  the  following  statement  of  com- 
posite average  rates  for  the  11  companies  examined  on  different 
bases  for  each  of  the  years  1930  and  1935 : 


Investment  bases  used 

1930 

1935 

Total  capital  as  recorded  by  the  companies 

PerceTit 
14. 87 
15.  21 
24. 98 
15.  69 
25.58 
34. 31 

1 

Percent 
7.  78 
7.  88 
13.28 
8.21 
14.90 
19.27 

Stockholders’  investment  as  recorded’ 

Stockholders’  investment  as  adjusted  by  the  Commission 

Investment  in  milk  business  as  recorded. 

Inv'estrnent  in  milk  business  as  adjusted  to  remove  appreciation 

Investment  in  milk  business  as  adjusted  to  remove  appreciation,  and  goodwill 

A comparison  of  the  rates  of  return  earned  by  the  same  companies 
grouped  according  to  the  cities  in  which  they  are  located,  is  given 
in  the  tabulation  below.  The  returns  shown  are  based  on  the  net 
income  from  the  milk  business  and  the  actual  investment  therein, 
which  does  not  include  appreciation  recorded  on  the  books  of  some 
of  these  companies. 


1930 

1933 

1934 

1935 

2 Baltimore  companies.. 

Percent 
25.6 
13. 1 

19.4 

20.5 

Percent 

18.1 

1.02 

3.7 

13.3 

Percent 

14.0 

8.5 

.5 

3.3 

Percent 
14.9 
10.0 
1 2.8 
11.4 

4 Cincinnati  companies 

3 St.  Louis  companies.  

2 Boston  companies . 

» Indicates  loss. 


The  returns  on  investments  as  shown  above  for  the  companies  ex- 
amined were  relatively  high  on  the  average  for  a business  of  this 
nature.  Four  of  these  companies  lost  money  during  one  of  the  last 
few  years,  but  most  of  them  realized  substantial  returns  during 
1935  on  actual  investments  in  the  milk  business.  These  substan- 
tial returns  are  especially  significant  as  a considerable  proportion  of 
the  actual  capital  was  derived  from  invested  earnings. 

17.  As  manv  as  19  different  classes  and  grades  of  milk,  cream,  but- 
ter, buttermilk,  cheese,  eggs,  and  other  commodities  are  carried  on, 
and  delivered  from  the  same  milk  vehicle  in  as  many  as  63  sizes  and 
shapes  of  package. 

Data  on  costs  of  delivering  this  great  variety  of  commodities  and 
packages  were  collected  from  seven  milk  distributors.  Among  them, 
they  used  four  essentially  different  methods  of  dividing  the  total 
retail  route  delivery  expense  among  these  commodities  and  sales 
units.  It  is  believed  that  all  four  methods  were  incorrect  in  some 
important  respect.  The  Commission  apj)lied  to  the  data  obtained 
from  all  distributors  a uniform  method  of  assigning  delivery  ex- 
pense, which,  it  is  believed,  while  not  perfect,  gives  a much  closer 
approximation  to  the  true  costs  of  the  respective  packages  than  does 
any  of  the  methods  used  by  the  distributors. 


ERRATA 

(To  be  inserted  at  page  10  of  House  Document  501,  74th  Cong.,  2d  sess.) 

Line  4 of  second  paragraph  on  page  10  should  read  “2  Baltimore 
companies”  instead  of  “11  companies.” 

Line  1 of  third  paragraph  on  page  10  should  read  “11”  instead  of 
“the  same.” 
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The  lowest  cost  found  of  delivering  a quart  bottle  of  whole  milk 
(or  buttermilk,  or  cream,  or  any  other  commodity  in  quart  bottles) 
in  October  1935  was  2.64  cents,  but  much  of  this  business  Avas  whole- 
sale. The  highest  cost  was  4.78  cents.  Four  of  the  seven  distrib- 
utors had  retail  delivery  costs  as  great  as  4.42  cents,  or  more,  per 
quart  delivered  in  quart  bottles. 

For  the  distributor  whose  cost  of  delivering  milk  in  quart  bottles 
was  4.42  cents  per  quart,  the  cost  of  delivering  milk  or  cream  in  pint 
bottles  was  3.28  cents  per  pint,  and  of  delivering  them  in  half-pint 
bottles  was  2.77  cents  per  half-pint. 

Expressing  all  ordinary  pasteurized  milk  as  delivered  in  equivalent 
quarts,  the  aA^erage  delivery  cost  ranged  from  2.83  cents  to  4.97  cents 
per  quart.  Expressing  all  sw'eet  cream  as  delivered  in  half  pints, 
the  average  cost  of  delivering  cream  ranged  from  1.45  cents  to  2.88 
cents  per  half  pint. 

An  important  cause  of  the  large  differences  between  the  unit 
delivery  costs  of  the  seven  distributors  was  the  difference  between  the 
rates  of  remuneration  to  the  route  operatives  and  between  the 
amounts  of  service  received  for  such  remuneration.  The  di.stribu- 
tors  with  the  higher  costs  paid  guaranteed  wages  of  $36  or  $37  per 
week  of  6 days,  in  return  for  w^hich  not  more  than  a certain  union- 
prescribed  amount  of  service  was  receiA'ed.  Service  rendered  in  excess 
of  this  prescribed  amount  received  extra  compensation  at  the  rate  of 
cent  per  quart  of  milk  (for  example)  in  one  milkshed  and  of  1 cent 
per  quart  in  another  milkshed.  The  distributor  Avith  lowest  delivery 
cost  paid  a very  small  guaranteed  weekly  Avage  and  determined  thie 
great  bulk  of  the  route  operatiA'es’  remuneration  in  the  form  of  a 
commission  equal  to  7 percent  of  the  net  sales  A^alue  of  the  products 
delivered  by  them.  In  consequence,  these  operatives  gaA^e  more 
service  for  a smaller  total  monthly  compensation  than  the  operatives 
of  the  other  distributors. 

The  results  of  the  present  inquiry  again  show  the  importance  of 
logical  methods  of  distributing  delivery  costs  to  the  products,  ac- 
curately and  uniformly  applied.  OtherAvise,  as  appears  from  the  re- 
sults of  this  inquiry,  methods  may  readily  be  designed  to  mi.srepre- 
sent  these  costs  and  to  shoAv  them  high  on  certain  products  and  low 
on  others,  or  vice  versa.  AVith  delivery  costs  accounting  for  ap- 
proximately 60  jiercent  of  the  total  operating  expenses,  it  is  apparent 
that  a method  of  distributing  costs  to  certain  products  out  of  proj^er 
proportion  to  their  true  costs  may  cause  such  products  to  show 
only  a slight  profit  or  even  a substantial  loss.  This  has  been  found 
true  in  seA^eral  instances,  according  to  the  distributors’  records. 

Misrepresentation  of  costs  in  this  manner  may  react  adA^ersely  to 
the  interests  of  not  only  the  producer  and  consumer  but  also  of  the 
distributor.  In  vieAv  of  such  conditions  it  appears  desirable  that  the 
industry  should  take  under  advisement  a comprehensive  study  for 
the  purpose  of  devising  a method  that  Avill  present  the  costs  logically 
and  Avith  all  probable  accuracy,  so  that  the  criticism  noAV  directed 
toward  various  accounting  jiractices  may  be  eliminated.  (For  a dis- 
cussion of  some  of  the  methods  used  to  distribute  delivery  costs  to 
products  see  appendix  G.) 

By  direction  of  the  Commission. 

Charles  H.  March, 

Chairman. 

June  4,  1936. 
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SECTION  3.  DIFFICULTIES  OF  CONTROLLING  THE  MARKETING  OF  MILK 

The  problems  confronting  the  control  agencies  set  up  by  the 
Federal  and  State  Governments  in  order  to  cope  with  the  crises  aris- 
ing in  practically  every  milkshed  in  the  country  shortly  after  the 
beginning  of  the  depression  were  of  a complexity  that  can  be  fully 
appreciated  only  by  those  acquainted  with  the  intricacies  of  the 
milk-distributing  system. 

It  would  be  easy  to  criticize  many  features  of  these  attempts  of 
State  and  Federal  authorities  to  regulate  the  milk  industr}^,  but  much 
of  any  such  criticism  would  disregard  the  difficulties  under  which 
control  authorities  labored.  Beset  on  all  sides  by  demands  for  imme- 
diate action,  it  was  often  necessary  for  the  control  authorities  to 
make  decisions  without  the  investigation  or  consideration  which  the 
importance  of  the  situation  warranted.  When  it  is  realized  that  in 
nearly  every  milkshed  in  the  country  the  control  authorities  found  a 
steadily  increasing  supply  of  milk  and  a declining  rate  of  consump- 
tion, coupled  with  the  demands  for  lower  prices  by  consumers,  for 
higher  prices  by  producers,  and  for  adequate  margins  by  distributors, 

• some  faint  idea  of  the  problems  of  control  becomes  apparent.  Fur- 
thermore, few  realize  the  effect  upon  the  milk-marketing  structure  of 
the  low  prices  to  which  milk  fell. 

In  this  report,  as  in  earlier  reports  submitted  to  Congress  by  the 
Commission  on  the  subject  of  milk  distribution,  it  has  been  necessary 
for  the  Commission  to  discuss  activities  of  milk  distributors  which 
were  in  violation  of  either  the  letter  or  the  spirit  of  the  control 
measures  under  which  they  were  operating,  or  their  agreements  and 
understandings  with  the  producers  of  nulk.  It  is  possible  that,  if 
carelessly  read,  the  reports  may  give  the  impression  that  the  Com- 
mission found  there  has  been  little  accomplished  by  any  of 
the  attempts  to  regulate  the  milk  industry  in  the  past  few  years. 
The  Commission  believes  that  any  such  impression  should  be 
dispelled. 

IX'spite  any  mistakes  the  Federal  and  State  control  authorities  in 
the  markets  investigated  by  the  Commission  may  have  made,  the 
Commission  believes  that  the  benefits  from  control  to  the  producers 
in  these  areas  have  outweighed  the  abuses  that  at  times  have  occurred. 
Furthermore,  the  instances  of  violations  presented  in  the  Commis- 
sion’s reports  are  quite  likely  insignificant  compared  to  the  total 
benefits  resulting  to  the  milk  industry  from  the  various  control  meas- 
ures. This  statement  must  not  be  construed  as  an  approval  of  many 
of  the  provisions  contained  in  the  many  control  measures  or  of  all 
attempts  on  the  part  of  the  control  authorities  to  enforce  these  meas- 
ures. As  a matter  of  fact  the  Commission  believes  that  some  of  the 
measures  taken  in  certain  of  the  milksheds  of  the  country  were,  to 
sav  the  least,  unsound. 

The  Commission  is  not  in  a position  to  express  any  broad  con- 
clusions or  to  make  any  broad  recomimaidations  in  respect  to  con- 
trol measures  of  the  past  or  those  that  may  be  devised  in  the  future. 
Only  a few  of  the  milksheds  of  the  country  have  been  covered  by 

I the  inv’e.stigation.  The  Commission  does  believe,  however,  that  until 

a thorough  analysis  has  been  made  of  the  control  measures  of  the 
past  and,  more  important  still,  of  the  vast  multitude  of  artificial 
barriers  which  have  been  built  up  among  the  milksheds  of  the 
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country,  no  satisfactory  plan  for  distributing  milk  throughout  the 
country  under  a system  of  control  can  be  devised  which  will  insure 
a fair  opportunity  to  all  concerned. 

Chapter  II.  Description  of  Markets,  Cooperative  Associations, 

AND  Regulatory  Agencies 

! section  1.  THE  BOSTON  MILK  SHED 

1 

' The  Boston  milk  market  production  shed  roughly  comprises  the 

States  of  Massachusetts,  Vermont,  New  Hampshire,  and  Maine. 

iOnly  6.72  percent  of  Massachusetts  milk  production  in  1934  was 
shipped  to  Boston;  several  secondary  markets  in  the  State  draw 
on  local  milk  so  that  the  requirements  of  Boston  are  obtained 
chiefly  from  without  the  State  in  which  it  is  located. 

In  1934  the  New  England  States  shipped  757,000,000  pounds  of 
' milk  to  Boston,  about  78  percent  of  its  total  milk  and  cream  re- 
ceipts. Although  there  is  an  adequate  supply  of  fluid  or  class  I 
milk  for  Boston  right  in  its  own  producing  shed.  New  England  is 
a deficit  cream  area;  over  20  percent  of  cream  shipments  come 
, from  the  West. 

Every  year  from  1930  to  1934  each  State  maintained  about  the 
same  proportion  of  total  New  England  milk  shipments  to  Boston, 
regardless  of  the  volume  of  actual  shipments.  But  a rather  notice- 
able shift  in  receipts  of  milk  from  Vermont  and  Massachusetts  oc- 
curred in  1935  when  Massachusetts  supplied  13.7  percent  of  the 
milk  received  from  the  New  England  area,  as  against  9.8  percent  in 
1934,^  whereas  Vermont  shipments  were  59.6  percent  in  1935  and 
63.3  percent  in  1934.  Total  Boston  milk  receipts  from  New  England 
in  1935  declined  2.9  percent  from  1934  and  total  receipts  of  milk  from 
all  sources  declined  0.7  percent.^ 

According  to  the  United  States  Department  of  Agriculture  ® cash 
milk  income  in  the  States  comprising  the  Boston  milkshed  declined 
35.9  percent  from  $85,521,000  in  1929  to  $54,821,000  in  1932,  and 
' 39.8  percent  to  $51,505,000  in  1933.  Milk  income  was  $57,490,000  in 

1934  or  11.6  percent  above  1933.  Gash  farm  income  declined  47  per- 
. cent  from  $244,515,000  in  1929  to  $121,458,000  in  1932,  and  then 
j rose  to  $139,504,000  in  1933  or  4.9  percent  over  1932.  Farm  income 
I in  1934  was  $129,257,000,  which  was  7.3  percent  below  1933  but  6.4 
percent  over  1932.^  Cash  milk  income  in  1934  was  32.8  percent  and 
j cash  farm  income  47.1  percent  below  1929. 

1 Each  year  from  1929  through  1932  farmers  in  this  area  apparently 

became  more  dependent  upon  dairying  for  a livelihood;  the  proper- 

I ^ Boston  receipts  of  milk  from  Massachusetts  in  1935  were  35.3  percent  higher  than  in 

I 1934.  The  total  milk  receipts  from  the  entire  shed,  however,  were  lower  in  1935  than  in 

1934. 

* Cream  shipments  from  Massachusetts  and  New  Hampshire  to  Boston  remained  fairly 
constant  throughout  the  6-year  period.  About  0.5  percent  was  received  from  Massachu- 
setts and  about  6 i>ercent  from  New  Hampshire  each  year.  Receipts  from  Maine  declined 
greatly  from  22,4  percent  of  New  England  cream  shipments  to  Boston  in  1930  to  13.3 
percent  in  1934  and  12.4  percent  in  1935.  Actual  cream  shipments  from  Vermont  to 
Boston  increased  16  percent  from  1934  to  1935,  whereas  milk  shipments  decreased  8.57 
percent.  Total  cream  shipments  from  the  New  England  shed  to  Boston  increased  14.4 
percent  during  1935,  but  total  cream  receipts  at  Boston  from  all  sources  declined  5.4 
percent.  It  appears  that  the  Increase  in  milk  production  in  Massachusetts  had  con- 
siderable effect  on  forcing  1935  Vermont  shipments  into  cream  use  rather  than  fluid  milk. 
3 Division  of  Crops  and  Livestock  Estimates,  Bureau  of  Agricultural  Economics. 

In  all  States  in  this  area,  except  Maine,  where  farm  income  declined  almost  30  percent, 
farm  income  was  slightly  larger  in  1934  than  in  1933. 
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tion  of  milk  to  farm  income  increased  from  35  to  45  percent  during 
this  4-year  period.®  Cash  farm  income  for  the  6-year  period,  1929- 
34,  was  lowest  in  1932  and  cash  milk  income  was  lowest  in  1933. 

In  each  State  in  the  Boston  area,  milk  income  increased  about  11 
percent  during  1934.  Milk  prices  shoAved  increases  almost  as  large 
in  each  State  except  Vermont,  in  which  prices  increased  17  percent. 

During  1933  and  1934  increases  in  farm  income  in  each  State 
(except  in  Maine  in  1933)  aa’rs  considerably  below  increases  in  prices 
paid  farmers  for  their  products.®  The  rise  in  income  may  be  attrib- 
uted to  increased  prices. 

IVliile  all  land  in  farms  increased  slightly  betAA’een  1930  and  1935, 
the  aA'erage  number  of  acres  per  farm  decreased  about  10  percent 
from  116  to  104  acres  for  the  area.  Massachusetts  farms  had  the 
largest  increase  in  number  and  the  largest  decline  in  the  aA'erage 
size  of  farms  during  the  period  and  was  the  only  State  in  the  area 
in  Avhich  the  aA'erage  size  of  herds  declined  from  1930  to  1935.^ 

About  25  percent  of  the  feed  of  milk  coaas  during  a year  is  ob- 
tained from  pasture  in  Massachusetts,  30  percent  in  Maine  and 
Xew  Hampshire,  and  34  percent  in  Vermont.®  Most  of  the  dairy 
farms  in  Vermont  raise  all  the  roughage  and  purchase  most  of  the 
concentrates  for  their  cows.  In  Maine,  dairying  centers  in  the 
southern  part  of  the  State.  Along  the  Connecticut  RiA’er  in  Ncaa’ 
Hampshire,  dairying  is  the  most  important  source  of  farm  income. 

The  Greater  Boston  sales  area  corresponds  roughly  to  metropolitan 
Boston,  AA'hich  had  a population  of  1,924,642  in  1930.®  It  is  essen- 
tially an  industrial  and  commercial  center;  its  A'alue  of  products 
manufactured  in  1932  totaled  $704,875,376.^®  Half  the  manufactur- 
ing establishments  in  Massachusetts  are  located  in  meti’opolitan 
Boston.^^ 

Number  and  type  of  distrihutors  in.  Boston  market. — Prior  to 
1934,  according  to  records  in  the  market  administrator’s  office 
30  distributors  handled  90  percent  of  Greater  Boston’s  total  milk 
supply  and  another  30  distributors  handled  6 percent.  This  leaA'es 
only  4 percent  to  be  accounted  for  by  575  other  distributors  in  the 
Greater  Boston  market.  A large  proportion  of  this  latter  group 
are  producer-distributors. 

In  1935,  two  distributors  accounted  for  approximately  63  percent 
of  class  I sales  in  the  Greater  Boston  market. 


sMUk  income  accounted  for  only  37  percent  of  farm  income  in  1933,  but  rose  again 
to  45  percent  in  1934.  The  relative  decline  in  milk  income  in  1933  was  due  to  a slight 
decrease  in  milk  income  and  a considerable  increase  in  farm  income  from  the  preceding 
year. 

®For  the  entire  United  States,  farm  income  incnased  17.3  percent  during  1933.  whereas 
the  composite  price  of  44  field  crops  an<l  13  livestock  and  livestock  products  increased  21.9 
percent.  The  change  between  1932  and  1934  was  more  pronounc<‘d,  plus  29.7  percent  for 
income  and  plus  46.7  percent  for  prices.  Both  milk  and  farm  income  increased  about  10 
percent  during  1933.  Farm  prices  increased  about  20  percent  during  1933.  No  ind^x  of 
farm  prices  bv  States  is  available.  United  States  figures  are  calculated  b^  the  Division 
of  Crops  and  Livestock  Estimates  of  the  United  States  Department  of  Agriculture. 

There  was  a 16  percent  increase  in  the  Boston  shed  in  the  number  of  cows  and  heifers 
2 years  old  and  over  (both  beef  and  <lairv  cows)  although  the  estimat'd  production  per 
cow  declined  between  1920  and  1934.  about  7 percent  for  each  State  except  Vermont, 
which  showed  no  change.  Cow  population  increased  13.1  percent  in  Vermont,  13.7  percent 
in  Massachusetts,  18.5  percent  in  Maine,  and  24.3  percent  in  New  Hampshire.  It  is 
significant  to  note  that  in  1930  the  average  production  per  cow  in  each  State  was  larger 
than  in  1929,  indicating  an  attempt  by  producers  to  maintain  their  1929  income  despite 
lower  milk  prices.  Herds  average  about  10  (iows  in  Vermont,  and  botweiMi  4 and  5 in  the 


other  States.  ^ 

» Estimated  by  Division  of  Crops  and  Livestock  Estimates,  Bureau  of  Agricultural 
Econ('inics,  U.  S.  Department  of  Agriculture. 

»1930  Census,  Bunau  of  the  Census,  U.  S.  Department  of  Commerce. 

State  Census  of  Manufactures. 

Editor  and  Publisher  1936  Yearbook,  p.  99. 

12  New  England  Dairyman,  February  1934,  p.  6. 
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The  folloAving  tabulation  obtained  from  the  Massachusetts  Milk 
Control  Board  sIioaa's  the  number  of  each  type  of  distributor  hand- 
ling more  than  50  quarts  daily  and  the  estimated  A'olume  handled 
per  month  by  each  sold  in  the  Greater  Boston  market:^® 


Volume  handled — (juarfs  per  month 


1,500 

1,501  to 
3,000 

3,001  to 
10,000 

More 

than 

150,000 

ToUl 

Producer  dealers 

33 

25 

46 

5 

6 

4 

119 

Dealers 

2 

20 

19 

19 

37 

11 

108 

Intermediate  dealers  ^ 

4 

1 

7 

36 

3 

5 

1 

56 

Total 

37 

34 

1 

102 

27 

30 

42 

11 

283 

^ Variously  known  as  subdealers,  distributing  brokers,  and  bobtailers  in  different  markets. 


Two  hundred  and  eighty-three  licensed  dealers  distribute  milk  in 
the  Greater  Boston  market.  That  competition  should  be  keen  among 
the  A'arious  distributors  is  to  be  expected  with  a major  portion  of 
sales  accounted  for  by  only  tAvo  distributors  and  the  remaining  por- 
tion diA'ided  among  281  licensed  distributors  of  various  types  to  say 
nothing  of  the  unlicensed  distributors.  This  further  illustrates  the 
difficulty  of  maintaining  a stable  price  structure  in  the  Boston 
market. 

MUk  consumption  in  Boston. — As  is  the  case  with  practically  all 
cities  in  the  country,  only  meager  information  on  milk  consumption 
in  Boston  is  available.  OA'er  5,712,000  cans  of  40-quart  capacity  of 
milk  Avere  receiA'ed  in  Boston  in  1935,  and  cream  receipts  Avere  about 
555,000  cans  of  40-quart  capacity.  Both  milk  and  cream  receipts  for 
that  year  were  substantially  lower  than  in  1930.  According  to  one 
study  of  consumption  of  milk  in  Boston  the  trend  Avas  as  follows, 
the  year  1930  being  used  as  a base  or  100 : 


1 

Year 

Milk  ; 

i 

Cream 

Milk 

equiva- 

lent 

1930 

100 

100 

100 

1931 

103 

101 

102 

1932 

102 

94 

96 

1933 

92 

93 

92 

1934 

93 

101 

97 

Although  the.se  figures  indicate  that  total  consumption  increased  in 
1934,  the  same  stud}'  also  indicates  that  ]Aer  capita  consumption  Avas 
still  decreasing  in  that  year,  as  appears  from  the  folloAving 
tabulation  : 


Year 

Quarts  con- 
sumed per 
capita  per 
year 

Percent  of 
change 

1930 

126.3 

1931 

129.  2 

+2,9 
—4.  2 

1932 

125.0 

193:1 

112. 1 

—12.9 

1934 

111.4 

— . 7 

Distributors  handling  less  than  50  quarts  daily  are  not  licensed. 

Preliminary  report  of  an  analysis  by  the  Milk  Kesearch  Council,  Inc,,  New  Y’ork  City. 
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Consumption  studies  conducted  in  otlier  metro}X)litan  areas  lead 
to  the  conclusion  that  economic  conditions  are  mainly  responsible 
for  increases  or  decreases  in  the  consumption  of  fluid  milk.  Al- 
though there  has  been  a decreasing  number  of  births  per  1,000  of 
population  the  decrease  in  consumption,  it  is  claimed,  would  prob- 
ably have  been  greater  and  more  rapid  if  it  had  not  been  for  the 
educational  program,  promoting  increased  consumption  of  milk,  car- 
ried on  by  various  agencies.  The  New  England  Dairy  and  Food 
Council  is  one  such  agency.  It  was  organized  in  1920,  under  the 
laws  of  Massachusetts  and  its  objective  is  to  increase  the  sales  of 
fresh  whole  milk  through  educational  work  and  advertising. 

The  use  of  the  funds  received  by  the  council  is  supervised  by  a 
committee  made  up  of  dealers  and  producers  who  make  suggestions 
and  approve  the  various  projects  as  well  as  the  financial  budget  for 
putting  them  into  effect.^® 

The  council  is  financed  by  a check-off  of  1 cent  per  hundredweight 
of  milk  for  cooperating  producers  and  one-half  cent  for  each  hun- 
dredweight of  milk  handled  by  contributing  distributors.  The  fol- 
lowing tabulation,  showing  the  extent  of  contributions  from  pro- 
ducers and  distributors  from  1921  to  1934,  inclusive,  reveals  the 
fact  that  the  producers  bore  the  greater  share  of  the  burden  in  all 
except  the  firet  2 of  the  15  periods  covered  by  the  tabulation. 


Commitments  received  hy  New  England  Dairy  and  Food  Council 


Year 

Dealer 

Producer 

Total 

1921 

$17, 195. 12 

$6, 735. 85 

$23. 930. 97 

1922 

17, 846.11 

10, 893.59 

28, 739.  70 

1923 

21,928. 74 

30, 464.  75 

52, 393.  49 

1924 

19, 011.69 

30, 808.  59 

49, 820.  28 

1925 

19, 464. 13 

31,563.93 

51, 028.06 

1926 

19,  640.  20 

31,  499. 96 

51, 140. 16 

1927 

20,081.50 

32,  560. 63 

52;  642. 13 

1928 

22, 167.  77 

41, 88.5.85 

64,053.  62 

1929 

23, 599. 05 

46, 817. 83 

70, 416. 88 

Year 

Dealer 

Producer 

Total 

1930 

$25, 261.  76 

$53, 590.  97 

$78, 852.  73 

1931  (6 

months) 

10, 996.  54 

22, 816. 87 

33, 813.41 

1931-32 

19, 308.  76 

40, 848. 60 

60, 167.  36 

1932-33 

4,842.26 

21,074.27 

25, 916.53 

1933-34 

227.88 

6,007.46 

6, 235. 34 

1934-35 

300.00 

675.00 

975.00 

Total... 

241,871.51 

408,  244. 15 

650,115. 66 

Since  1933  contributions  have  gradually  dwindled  and,  it  is  re- 
ported, the  council  now  is  on  the  verge  of  disbanding,  although 
efforts  are  being  made  to  revive  it.  The  difficulty  at  present,  it  is 
said,  is  that  some  groups  refuse  to  contribute  and  the  council  feels 
that  any  work  on  its  part  would  benefit  these  noncooperating  groups. 

Market  conditions^  lt)29-3d. — The  milk-price  situation  in  the  Bos- 
ton market  is  reported  to  have  been  fairly  stable  up  to  1929-30. 
Beginning  about  that  time  butter  and  cream  prices  began  to  drop 
and  before  many  months  had  passed  milk  prices  to  the  producer 
also  declined  considerably.  This  created  a serious  situation  for 


The  following  quotation  from  a recent  Dairy  and  Food  Council  report  descril>es  the 
connections  of  the  council  and  its  work  : “This  council  is  one  of  the  regional  groups  of 
the  National  Dairy  Council  of  which  there  are  over  U7  local,  State,  and  regional  councils 
in  the  country,  and  it  receives  the  benefit  of  methods  and  materials  developed  by  the 
National  Dairy  Council  as  well  as  other  councils  of  this  group.  The  New  England  Dairy 
and  Food  Council  has  issued  milk  health  printed  inat('rial  cooperatively  with  the  Boston 
liispcnsary  and  the  Forsyth  Dental  Infirmary,  and  has  had  the  cooperation  in  developing 
further  milk  material  with  both  these  organizations  as  well  as  the  Community  Health 
Association,  Beth  Israel  Hospital  Food  Clinic,  the  Supervisor  of  Health  Education  in  the 
Boston  schools,  the  Doctor  of  Public  Health  and  Biology  at  the  Massachusetts  Institute  of 
Ticimology,  and  others  doing  supervisory  work  of  health  education  in  the  district.  All 
this  material  giving  inf-'rmation  on  milk  and  its  uses  educates  the  people  as  to  the  proper 
place  in  the  diet  of  milk  products.** 
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producers  as  most  of  tlie  items  of  their  fixed  costs  continued  at 
practically  the  same  levels. 

The  entrance  of  the  Agricultural  Adjustment  Administration  into 
the  Boston  market  in  1933,  brought  about  substantial  improvement 
in  market  conditions,  including  higher  prices  to  producers.  Tender 
the  Federal  market  administrator  there  was,  moreover,  a more  stable 
distributor  price  structure  within  the  city,  although  this  situation 
had  broken  down  more  rapidly  than  had  the  producer  price. 

On  May  17,  1935,  the  Brewster  decision  was  handed  down  ad- 
versely affecting  the  marketing  agreement  and  license.  Noncompli- 
ance with  the  terms  of  the  license  immediately  increased  and  has 
continued  to  do  so  until  at  the  time  of  this  inquiry  it  may  be  said 
that  on  the  whole  a number  of  the  Boston  distributors  carry  out  only 
those  terms  of  the  license  which  are  not  particularly  burdensome 
to  them. 

The  Agricultural  Adjustment  Administration  in  carrying  out  the 
provisions  of  its  license  attempted  to  work  through  the  existing  mar- 
keting agencies  in  Boston  as  much  as  possible,  as  it  did  in  other 
cities  where  it  had  established  licenses.  The  largest  cooperative  in 
the  market,  however,  while  controlling  a large  proportion  of  the 
milk  going  into  Boston  had  never  been  able  to  control  the  minor 
proportion  that  tended  to  demoralize  the  base  and  surplus  plan  price 
structure  prior  to  the  coming  of  the  license.  Today  the  situation  is 
much  the  same,  except  that  the  problem  has  become  more  complex 
and  this  in  spite  of  the  State  milk  control  board  which  was  established 
in  1934,  and  the  Federal  supervision  of  the  Boston  market. 

New  England  Dairies,  Inc.,^^  a federation  of  cooperatives,  of  which 
the  New  England  Milk  Producers’  Association  is  the  dominant 
member  unit,  controls  approximately  70  percent  of  the  milk  coming 
into  Boston.  The  remaining  portion  is  controlled  by  various  smaller 
groups  made  up  largely  of  cooperative  creameries,  some  of  which  are 
members  of  New  England  Dairies,  Inc.  Some  of  these  nonfeder- 
ated  cooperatives  .ship  milk  to  the  city,  and  sell  it  to  distributors  for 
l esale  in  bottles  or  at  wholesale,  and  others  own  or  control  facilities  in 
Boston  where  they  process,  bottle,  and  distribute  both  wholesale  and 
retail.  One  large  cooperative  creamery  sells  its  entire  output,  which 
is  bottled  in  the  country,  to  the  First  National  Stores,  a chain-store 
system  operating  hundreds  of  stores  in  Boston.  Another  group  of 
companies,  privately  owned,  which  buy  largely  on  a flat-price  basis, 
sell  milk  in  Boston  and  are,  it  is  claimed,  responsible  for  much  of 
the  price  cutting.  Many  of  the  smaller  creameries,  both  cooperative 
and  privately  owned,  depend,  it  is  claimed,  almost  entirely  on  a cut 
price  in  order  to  sell  in  the  Boston  market. 

So  far  it  has  been  almost  impossible  to  reconcile  the  demands  of 
the  Massachusetts  producers  located  relatively  near  to  Boston  with 
those  of  a much  larger  group  of  producers  sending  milk  to  Boston 
from  outside  the  State.  xVt  least  the  present  economic  status  of  the 
Boston  milk  market  and  the  various  means  of  control  now  in  effect 
do  not  indicate  that  the  solution  to  the  problem  of  maintaining  stable 


District  court  of  the  United  States,  District  of  Mas.sachusetts,  equity  no.  406S  and 
equit.v  no.  40fi9. 

‘•The  present  New  England  Dairies,  Inc.,  came  into  existence  in  10:i5.  Formerly  it 
was  known  as  the  Con.solidated  Dairies,  which  was  organized  on  May  20,  1033.  Prior 
to  this  date  a similar  f<‘deratlon  of  cooptTatives,  also  known  as  New  England  Dairies,  Inc., 
had  functioned  for  a short  time,  from  May  1 to  Dec.  31,  1932. 
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conditions  in  both  the  Boston  producing;  and  sales  area  has  been 
found.  It  is  easy  to  understand  the  difficulties  confronting  control 
authorities  faced  with  the  demands  of  many  Massachusetts  producers 
that  the  Boston  market  be  maintained  for  their  benefit  and  that  milk 
and  cream  from  outside  the  State  share  in  the  Boston  market  only 
after  the  Massachusetts  production  had  been  absorbed. 

/Sanitary  requirements. — The  office  of  the  Boston  milk  inspector 
was  established  over  75  years  ago.  This,  it  is  claimed,  was  the  first 
milk  inspector’s  office  to  be  established  in  this  country.  The  law 
providing  for  the  office  was  approved  by  the  Governor  on  April  6, 
1859.’* 

All  milk  sold  in  Boston  is  pasteurized,  with  the  exception  of  milk 
certified  by  the  Medical  Commission  of  Boston,  Inc.  Effective  Janu- 
ary 1,  1935,  all  milk  sold  in  Boston  must  be  from  tuberculin-tested 
cows. 

City  inspectoi’s  collect  samples  of  milk  from  distributors’  wagons 
and  from  stores.  During  the  year  1935,  approximately  30,000  sam- 
ples were  collected,  and  over  500  were  collected  from  one  distributor, 
tlach  month  a printed  report  is  issued  by  the  bureau  of  milk  inspec- 
tion, Boston  health  department,  listing  the  distributors  supplying 
milk  to  Boston  and  showing  the  average  solids,  butterfat,  and  bac- 
teria count  of  the  milk  supplied  by  each  distributor  as  shown  by 
tests  of  the  samples  taken  by  the  inspectors. 

All  distributors  in  Boston  selling  more  than  20  quarts  of  milk 
daily  must  have  city  licenses  and  on  March  9,  1936,  69  licenses 
were  in  effect.  Twenty  of  the  licensees  had  plants  in  Boston  and  the 
remainder  had  plants  outside  of  Boston  but  delivered  milk  in  Boston. 

By  an  act  of  the  Massachusetts  State  Legislature,  approved  March 
19,  1935,  producers  and  distributors  are  required  to  obtain  permits 
from  the  board  of  health  of  the  city  or  town  where  the  milk  is  sold 
or  delivered.  The  act  further  provides  that  no  jiroducer  shall  be 
entitled  to  a permit  unless  a certificate  of  registration  has  been  issued 
by  the  director  of  the  division  of  dairying  and  animal  husbandry  of 
the  Massachusetts  Department  of  Agriculture  as  to  the  dairy  farm 
producing  the  milk.  This  provision  does  not  apply  to  cream  produc- 
tion. 

Farm  or  producer  inspection  is  under  the  jurisdiction  of  both  the 
State  and  municipal  authorities.  In  19)15,  inspectors  of  the  dairy 
division  of  the  Boston  health  department  made  7,675  farm  inspec- 
tions and  made  6.738  sediment  tests.  The  inspectors  prepare  a farm 
inspection  score  sheet  on  which  the  farm  is  rated  and  a report  is  made 
to  the  State  authorities  on  which  the  certificate  of  registration  may 
be  issued. 

Massachusetts  State  inspectors  inspect  in  Massachusetts  and  other 
States  in  which  milk  is  produced  for  distribution  in  Massachusetts. 
Xo  charge  is  made  for  inspection  either  in  or  out  of  the  State  and  it 
is  not  the  purpose  of  the  Massachusetts  State  inspection  authorities  to 
exclude  out  of  State  milk. 

State  inspectors  visit  farms  and  prepare  reports  on  whicli  certifi- 
cates of  registration  may  be  issued.  It  is  estimated  that  the  State 
inspectors  should  inspect  about  7,500  farms  during  the  current  year. 


**  City  Oocket  Xo.  24.  city  of  Boston,  Twelfth  Annu.nl  Report  Inspection  of  Milk 
1871.  p.  6. 

These  distributors  operate  within  the  city  limits  of  Boston. 
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There  is  a dual  control  in  dairy  farm  inspection,  but  the  chief 
of  the  dairy  division  of  the  Boston  Health  Department  represents 
that  there  is  no  duplication  of  inspection,  due  to  the  fact  that  the 
3'ear’s  program  is  mapped  out  by  the  State  and  municipal  authorities 
and  certain  inspection  territories  are  allocated  to  each.  Insjx'ctors 
of  other  cities  in  Massachusetts  also  cooperate  to  the  end  that  inspec- 
tion may  be  conducted  as  efficiently  as  possible  and  without  duplica- 
tion. 

The  Boston  Health  Department  accepts  statements  from  the  State 
officials  of  other  States  as  to  inspection  of  plants  from  which  cream 
is  shipped  into  Massachusetts.  The  commission  believes  that  other 
States  would  do  well  to  follow  this  practice,^®  with  due  consideration 
to  the  thoroughness  of  inspection  given  by  any  jiarticular  State. 

SECTION  2.  COOPERATIVES  IN  BOSTON  MILKSHED 

There  are  a substantial  number  of  milk  producer  cooperative  asso- 
ciations in  the  milkshed  from  which  Boston  obtains  most  of  its  sup- 
ply of  milk  and  cream.  Some  of  these  are  creameries  supplying 
cream  while  a few  bottle  milk  and  distribute  it  in  Greater  Boston. 
Most  of  the  milk  and  cream  consumed  in  Boston,  however,  is  pro- 
duced by  the  members  of  one  cooperative,  the  Xew  England  Milk 
Producers’  Association,  which  is  of  the  bargaining  type.  About 
12  of  these  cooperatives,  including  the  last  named,  are  now  members 
of  Xew  England  DairieSj  Inc.,  which  also  acts  as  a sales  agent  for 
5 noncooperative  creameries. 

The  New  Enqtand  Milk  Producers'  AssociaHo-n. — The  largest  coop- 
erative in  the  Boston  milkshed,  the  Xew  England  Milk  Producers’ 
Association,  was  organized  in  1913.  Prior  to  that  year  the  domi- 
nating cooperative  in  the  area  was  the  Milk  Producers’  Union,  organ- 
ized in  1886.  This  organization  was  a bargaining  type  of  coopera- 
tive with  the  additional  objectives  of  regulating  supjdy,  reducing 
the  surplus  milk  evil,  and  securing  more  favorable  freight  rates. 
The  membershi]!  of  the  union  was  compo.sed  of  some  of  the  producers 
supplying  the  Boston  market.  As  a result  of  an  indictment  by  the 
Government  in  1911  based  on  the  allegation  that  the  agreements  be- 
tween the  union  and  the  distributors  were  in  restraint  of  trade  and 
a violation  of  the  Sherman  Antitrust  Act.  the  association  disbanded.^’ 

The  original  Xew  England  Milk  Producers’  Association  was  or- 
ganized by  jiroducers  who  had  formerly  held  stock  in  the  Boston 
Cooperative  Milk  Co.-®  The  objectives  of  the  new  association  were 
similar  to  those  of  the  Milk  Producers’  Union.  The  membership  was 
made  up  of  milk  producers  shipping  to  Boston.  In  August  of  1913 
a full-time  manager  was  appointed,  and  by  1916  the  membership 
Avas  slightly  over  2,000. 


authorities  desire  to  keep  out  milk  or  cream  from  other  States,  refusal  to  inspect 
is  an  important  b:ir  to  such  milk  and  cream,  (xenerally  speaking,  cream  for  manufacturing 
purposes  is  allowed  fairly  free  movement  between  milksheds,  but  milk  and  cream  for 
fluid  consumption  are  in  many  cases  closely  re.stricted  and  inspection  requirements  are  a 
commonly  used  means  of  stopping  their  movement. 

^ The  indictment  was  never  acted  upon,  according  to  History  Series  No.  8.  of  the 
National  Cooperative  Milk  Producers*  Ftnleration,  from  w'hich  the  information  was 
obtained. 

This  w-as  a producers’  cooperative  venture  that  never  materialized.  The  producers 
intended  to  build  a plant  in  w’hich  to  manufacture  their  surplus  milk.  However,  the 
effort  was  abandoned  after  the  Government  had  brought  its  suit  against  the  Milk 
Producers’  Union. 
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In  1916  the  N.  E.  M.  P.  A.*®  demanded  a higher  price  from  Boston 
distributors  on  the  grounds  that  commodity  prices  were  advancing 
and  milk  prices  were  relatively  low.  The  Boston  distributors  re- 
fused the  association's  demand  and  as  a consequence  milk  was  with- 
held from  the  market  for  3 weeks  beginning  October  1,  1916.  This 
action  by  the  cooperative  w^as  successful  in  forcing  the  distributors  to 
meet  the  association’s  terms.  It  is  reported  that  the  winning  of  this 
tight  or  strike  resulted  in  a substantial  increase  in  membership. 

Following  this  strike  the  New  England  Milk  Producers’  Associa- 
tion was  reorganized  into  its  present  form,  and  in  June  1917,  the 
association  was  incorporated  under  the  Massachusetts  General  Stat- 
utes of  1917,  chapter  224,  which  exempted  it  from  the  provisions  of 
the  State  antitrust  laws.  A drive  for  members  was  also  instituted  in 
1917  which  brought  the  number  up  to  8,000.  By  1920  the  member- 
ship was  approximately  20,000,  at  which  level  it  has  ever  since  been 
maintained.  In  addition  to  selling  milk  to  dealers  in  Boston,  the 
association  also  sold  a considerable  part  of  the  milk  distributed  in 
the  local  markets  of  Springfield  and  Worcester,  Mass.,  and  Man- 
chester, N.  H. 

In  1924  an  attempt  was  made  to  bring  the  milk  producer  coopera- 
tive selling  agencies  of  the  area  into  one  organization.  It  w^as  the 
hope  of  the  proponents  of  the  plan  to  ^ain  thereby  a more  complete 
control  of  the  supply  of  milk  in  the  New  England  producing  area. 
The  attempt  failed  because  many  of  the  organizations  refused  to 
agree  to  the  plan.-^ 

Another  manifestation  that  the  New  England  Milk  Producers’  As- 
sociation was  becoming  more  powerful  in  the  market  is  its  action  in 
dealing  with  the  New  England  Creamery  Products  Co.,  an  organi- 
zation of  small  distributors.  The  following  statement  is  taken  from 
a History  of  the  New  England  Milk  Producers’  Association : 

The  New  England  Creamery  Products  Company,  an  organization  of  small- 
dealers,  notified  the  Sales  Committee  of  the  association  in  December,  1927,  that 
on  and  after  January  1,  1928,  they  w-ould  neither  continue  to  purchase  milk 
under  the  N.  E.  M.  P.  A.  plan  nor  reiwrt  pnrchiases  and  sales  to  the  Milk 
Administrator.  This,  in  effect,  was  declaring  their  intention  to  buy  on 
an  unknown  price  basis.  Tlieir  decision  was  referred  to  the  Board  of  Dire<‘- 
tors.  The  association  has  always  stood  on  tht>  principle  that  all  dealers  buy- 
ing through  the  N.  E.  M.  P.  A.  would  use  the  same  plan.  The  association,  after 
all  other  efforts  had  failed,  advised  its  members  to  withdraw  their  milk  from 
the  plants  of  this  company.  The  producers  showed  a ready  response  with  the 
result  that  the  New  England  Products  Company  soon  sold  its  plants  to  dealers 
who  purchased  under  the  N.  E.  M.  P.  A.  plan. 

As  a result  of  this  controversy,  the  association  established  a special 
fund  to  be  known  as  the  dairymen’s  benefit  fund,  so  that  when  pro- 
ducers were  affected  by  a price  controversy  they  could  be  reim- 
bursed for  their  losses.  This  protective  device  has  been  continued 
as  a permanent  policy  of  the  association, 

A general  manager,  selected  by  the  board  of  directors  of  the  New 
England  Milk  Producers’  Association,  is  the  active  official  of  the 
association. 

The  association  is  financed  through  the  medium  of  a 3-cent  deduc- 
tion per  hundredweight  on  all  milk  handled  by  the  association. 


^ThiR  abbreviation  of  the  New  England  Milk  Producers’  Association  is  used  frc^quently 
in  this  discussion  of  the  Boston  market. 

Eventually  the  plan  wa.s  revived  and  resulted  in  the  organization  of  New  Enj^land 
Dairies.  Inc.,  "of  which  New  En^rland  ^iilk  I’roducers’  Association  became  a unit. 

•‘®The  National  Cooperative  Milk  Producers’  P^deration,  History  Series  No.  8,  pp.  10 
and  11. 


t 
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Two  cents  of  this  is  to  cover  the  cost  of  operating  the  associa- 
tion and  1 cent  is  to  build  up  the  emergency  reseiwe  fund."* 
According  to  the  bylaws  of  1936  the  emergency  reserve  fund  may 
also  be  used  “to  acquire  by  purchase  or  otherwise,  such  plant  or 
plants  as  may  be  necessary  to  provide  markets  for  the  dairy  prod- 
ucts of  members  of  the  Association”,  and  “to  meet  an  extraordinary 
or  unusual  emergency  when  so  declared  by  the  Board  of  Directors.” 
However,  the  New  England  Milk  Producers’  Association  has  never 
operated  in  any  capacity  except  as  a bargaining  association. 

United  Farmers’  Cooperative. — The  United  h'armers’  Cooperative 
Creamery  Association  was  organized  in  1919  under  the  State  laws 
, of  Vermont.  Its  bylaws  provide  that  the  association  shall  be  a co- 
> operative  corporation  formed  under  the  Cooperative  Marketing 
Act  of  the  State  of  Vermont,  chapter  241  of  the  public  laws  there- 
of, and  that  the  purpose  of  the  association  shall  be  the  handling, 
processing,  manufacture,  purchase,  and  sale  on  its  own  account 
and/or  as  agent  for  its  members,  of  dairy  and  all  agricultural  prod- 
ucts and  the  purchase  and  sale  of  general  farm  supplies. 

The  association  membership  has  increased  steadily  since  its  incep- 
tion. In  February  1936  it  had  1,575  members  all  of  whom  are 
situated  in  the  four  northern  counties  of  the  State  of  Vermont.  It 
has  eight  receiving  stations  and  four  processing  plants  all  located  in 
Vermont.  Practically  all  its  milk  is  marketed  in  Greater  Boston. 

In  1935  the  association  sold  103,124,373  pounds  of  milk  which  was 
a material  increase  over  the  1934  sales  of  83,481,470  pounds.  Ap- 
proximately two-thirds  of  the  milk  handled  by  the  organization  is 
separated  at  the  country  plants  and  the  skimmed  milk  is  processed 
into  skim-milk  powder,  evaporated  skim  casein,  etc.  The  remain- 
I ing  third  is  shipjjed  to  Boston  as  fluid  milk  as  is  also  a large  part 
i of  the  cream  produced.  The  byproducts  from  the  skimmed  milk  are 
sold  to  the  l)est  advantage  to  purchasers  throughout  the  country  and 
I shipped  directly  from  the  Vermont  processing  plants. 


The  emergency  reserve  fund  is  the  same  as  the  dairymen’s  benefit  fund,  previously 
mentioned. 

^ The  association  has  no  contract  with  its  producers.  However,  the  bylaws  provide 
in  part  as  follows : “S»c.  3.  Unless  and  until  the  association  shall  make  a specific 
contract  in  writing  with  any  member  to  the  contrary,  and  unless  and  until  the  directors 
shall  make  any  rule  or  regulation,  as  hereinabove  provided  in  section  2,  which  provides 
otherwise,  it  is  understood  and  agreed  : 

“1.  That  each  member  wiio  delivers  his  products  to  the  association  covenants  and 
agrees  •with  the  association  that  all  his  products  at  the  time  so  delivered  to  the  asso- 
ciation will  be  delivered  and  sold  by  him  exclusively  to  the  association  or  its  duly 
recognized  and  established  facilities  or  its  other  agencies. 

“2.  By  such  delivery,  the  title  to  the  member’s  products  shall  pass  to  the  association. 
The  association  shall  resell  and/or  process  and  resell,  and/or  otherwise  dispose  of,  all  the 
products  bought  or  received  by  it  to  the  best  advantage  of  all  the  members  of  the  asso- 
ciation taken  collectively,  all  in  its  sole  discretion,  and  the  association  shall  pay  the 
individual  members  for  their  products  as  hereinafter  provided  in  sec.  4. 

“Sec.  4.  The  association  shall  deduct  from  the  prices  so  received  from  the  sale  or 
disposition  of  its  products  all  its  operating  expenses,  including  selling,  overhead,  and  all 
other  costs  and  expenses,  charges,  and  losses,  if  any,  including  interest  or  dividends  on 
stock  not  exceeding  6 percent  per  annum,  reserves  for  making  capital  and  permanent  and 
beneficial  improvements,  and  any  and  all  other  proper  reserves,  or  deductions,  as  de- 
termined by  the  directors  or  their  executive  committee  and  shall  pay  each  member  at 
reasonable  and  convenient  times  his  substantially  proper  and  proportionate  share  of 
the  net  receipts  of  the  association  determined  as  aforesaid. 

“Sec.  10,  Art.  5,  Any  member  may  withdraw  from  the  association  between  February 
16  and  August  15  of  any  year  upon  giving  60  days’  written  notice  of  his  intention  thereof, 
and  such  member  may  withdraw  at  any  time  bet>veen  August  16  and  February  15  of  any 
y^r  upon  giving  30  days  written  notice  of  his  intention  thereof,  and  at  the  time  when 
his  withdrawal  becomes  effective  his  stock  shall  be  redeemed  as  hereinafter  provided  in 
sec,  11.*’ 

The  manager  of  the  association  states  that  members  may  terminate  their  membership 
at  their  own  option  as  the  ass<»ciation  does  not  wish  to  retain  members  who  are  desirous 
of  severing  their  connections  w’ith  the  association. 
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Most  of  the  raw  milk  shipped  to  Boston  is  pasteurized  there  in  the 
association’s  plant  and  is  distributed  to  the  wholesale  market,  con- 
sisting of  hotels,  restaurants,  and  stores.  A subsidiary  of  the  co- 
operative, the  Andrews  Milk  Co.,  which  obtains  its  supply  from 
the  United  Farmei's,  has  about  13  delivery  routes  and  sells  to  retail 
customers.  Two  comparatively  small  intermediate  distributors  sell 
milk  under  the  association’s  dealer  license,  but  they  handle  less  than 
one-fourth  of  1 percent  of  the  association’s  milk.  There  are  also 
about  eight  licensed  distributors  operating  in  greater  Boston  who 
purchase  a small  part  of  the  supply  of  milk  which  the  association 
ships  to  Boston.  The  association  manufactures  ice  cream  and  has 
been  in  this  business  for  about  5 years. 

Each  member  of  the  United  Farmers  must  be  a stockholder  tb 
the  extent  of  one  or  more  shares  of  stock.  The  stock  is  valued  at  $10 
per  share  and  pays  dividends  of  50  cents  per  share  each  year.®* 
Each  member  or  stockholder  is  entitled  to  but  one  vote  regardless  of 
the  number  of  shares  he  may  hold. 

I'he  association  charges  each  member  10  cents  per  hundred  pounds 
of  milk.  This  payment,  or  check-off,  is  the  only  deduction  made  by 
the  association  from  the  members’  milk  checks  for  its  own  account 
except  a charge  for  hauling  to  the  country  station. 

The  association  has  laboratories  in  its  Boston  plant  and  in  its 
Morrisville  (Vt.)  plant,  and  has  inspectors  who  make  butterfat 
tests  to  check  the  tests  of  the  distributors.  Its  field  men  inspect 
farms,  and  in  case  laboratory  reports  indicate  that  milk  is  below 
a certain  standard,  the  field  inspectors  trace  the  inferior  milk  to 
its  source  and  assist  in  remedying  the  situation. 

The  United  Farmei-s  is  not  connected  with  the  New  England 
Dairies  group  of  cooperatives  in  any  way.  Apparently  it  has  pre- 
ferred to  operate  independently.  Its  activities  in  the  Boston  market 
have  been  criticized  frequently  by  other  cooperatives  and  by  dis- 
tributors. According  to  report  the  United  Farmers  has  been  a 
disturbing  factor,  especially  in  the  way  of  price  cutting.  It  is  possi- 
ble that  much  of  the  independent  attitude  of  the  organization  is  due 
TO  the  fact  that  its  members  are  locat('d  in  Vermont,  where,  it  is 
reported,  production  costs  are  lower  than  in  other  parts  of  the  milk 
shed  and  that  these  members  believe  the  present  arrangement  per- 
mits them  to  participate  in  the  Boston  market  on  a more  profitable 
basis  than  if  they  became  a part  of  one  large  cooperative  or  other 
organization,  such  as  New’  England  Dairies,  Inc.,  covering  the  entire 
area. 

NetP  Eiujland  Dames,  Inc. — As  the  Boston  producing  area  in- 
creased in  size,  small  cooperatives  in  Vermont  and  other  New  Eng- 
land States  began  sending  fluid  milk  into  the  Boston  market.  In 
order  to  break  into  this  market,  it  is  reported,  price  concessions  were 
w’illingly  made.  The  officers  and  directors  of  the  New  England  Milk 
Producers’  Association  realized  that  unless^the  milk  coming  into  Bos- 
ton w’as  under  some  sort  of  unified  control  there  w’ould  be  constant 
market  disorder  and  probably  low’  returns  to  the  ])roducer.  The  New' 
England  ISIilk  Producers’  Association  was  in  hearty  accord,  there- 

»*  Sec.  2,  art.  5.  of  the  bylaws  provides:  “Upon  the  member’s  joininsr  the  associntlon. 
the  association  shall  thereupon  issue  in  the  name  of  the  member  at  least  1 share  of  stock 
and  the  association  may  issue  such  number  of  shares  of  its  stock,  not  exceeding  10  percent 
of  the  total  outstanding  stock  of  the  association  as  the  member  shall  elect.” 
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fore,  with  the  suggestions  of  a fact-finding  committee  appointed  by 
the  commissioners  of  agriculture  of  Massachusetts,  Vermont,  and 
Maine,  to  study  the  milk-marketing  situation.  This  committee,  after 
holding  meetings  in  June  1930  reported  in  part  as  follows: 

The  Committee  found  that  fundaineutally  the  causes  of  the  unstable  condi- 
tions in  the  Greater  Boston  market  were  largely  lack  of  uniformity  in  the 
sales  practices,  both  with  respect  to  the  producing  agencies  supplying  the  dis- 
tributors with  milk,  and  the  resale  of  that  milk  to  the  wholesiile  and  retail 
trade  by  the  various  dealers  of  Boston,  also  a lack  of  cooperation  between  the 
various  producing  agencies,  as  well  as  a lack  of  cootieration  between  the  dealers 
and  distributors  in  Boston,  and  a resultant  lack  of  cooi>eration  between  the 
dealers  and  the  producers.  This  would  appear  to  have  been  occasioned  from 
the  fact  that  there  was  no  unified  cooiierative  organization  embracing  both  the 
members  of  the  New  England  Milk  Producers*  Association,  as  well  as  coopera- 
tives or  independents,  resulting  in  a lack  of  uniformity  in  the  methods  of 
selling  their  products  and  the  prices  obtained  for  the  same;  also  from  the 
fact  that  there  was  no  strong  organization  of  dealers  in  the  City  of  Boston  with 
whom  the  producers  could  cooperate  as  a body.  This  has  led  to  a form  of 
individuality  on  the  part  of  both  producer  and  dealer  and  a lack  of  apprecia- 
tion of  the  problems  and  diflficulties  under  which  each  branch  of  this  business 
was  laboring.  This  more  or  less  chaotic  situation  does  not  redound  to  the 
benefit  of  the  consumers,  the  dealer,  or  the  producer,  as  it  leads  to  fluctuations 
in  price  unwarranted  by  the  actual  facts. 

Af;er  hearing  the  evidence  brought  out  on  the  various  facts  presented,  the 
Comimittee  suggests  the  following  remedies: 

1.  That  an  overhead  organization  be  formed,  embracing  the  New  England 
Milk  Producers’  Association,  the  cooperative  creameries,  the  independent 
creameries,  and  all  others  engaged  in  producing  milk  and  cream  for  sale  in 
the  Greater  Boston  market.  This  organization  should  have  on  its  executive 
board  representation  by  each  group  of  pro<lucers,  so  that  each  of  these  groups 
may  be  fairly  I'epresented  in  the  whole.  It  should  have  a carefully  drawn  set 
of  bylaws  by  which  it  shall  be  governed. 

2.  It  should  establish  a Sales  Plan  and  Contract  that  is  rejisonably  uniform 
for  all  groups,  which  w^ould  tend  to  distribute  the  milk  and  cream  from  these 
various  groups  to  the  ultimate  buyer  at  a price  practically  uniform  to  each 
buyer,  so  that  all  dealers  would  practically  own  their  milk  and  cream  on 
an  equivalent  basis. 

The  fact  that  it  was  April  30,  1932,  before  an  organization  was 
effected  is  indicative  of  the  many  obstacles  that  had  to  be  overcome. 
On  that  date,  New  England  Dairies,  Inc.,  began  functioning  as  a 
^ales  agency  for  a large  part  of  the  supply  going  into  the  Boston 
market.  The  organization,  however,  was  only  of  a temporary  nature, 
as  a more  permanent  set-up  was  being  planned  to  take  its  place.  As 
the  contracts  expired  December  31,  1932,  howTver,  and  no  extension 
of  time  was  obtained,  New  England  Dairies,  Inc.,  temporarily  went 
out  of  existence  at  this  time.  As  a result  price  negotiations  again 
fell  into  the  hands  of  the  New  England  Milk  Producers’  Association 
and  the  other  agencies  selling  milk  in  Boston,  and  the  market  quickly 
returned  to  its  former  state  of  disorder.  Up  to  this  time  New  Eng- 
land Dairies,  Inc.,  according  to  report,  served  to  stabilize  producer 
prices  on  about  90  percent  of  Boston’s  milk  supply,  but  it  failed  to 
stabilize  resale  prices  because  of  a comparatively  small  quantity  of 
uncontrolled  milk. 

Those  cooperatives  which  were  not  willing  to  join  a permanent 
form  of  organization  for  all  New  England  dairies  brought  negotia- 
tions temporarily  to  a standstill.  An  alternative  proposal  was  then 
presented  to  form  a federation  of  federations,  the  former  New  Eng- 
land Dairies  group  to  constitute  one  federation  and  the  remaining 
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cooperatives  to  make  up  the  other.  Tlie  two  groups  would  then 
.sell  their  milk  through  a central  sales  ag(uicy. 

Although  this  plan  never  materialized,  the  participants  from  the 
old  New  England  Dairies  group  organized  a coo|>erative  federation 
under  the  name,  Consolidated  Dairies,  which  began  to  function  May 
29,  1933.  A report  in  the  November  1933  issue  of  the  New  England 
Dairyman,  on  Consolidated  Dairies,  states  that  they  controlled  ap- 
proximately 80  percent  of  the  milk  going  into  Boston  and  that  they 
were  handling  between  45,000,000  and  50,000,000  pounds  of  milk  and 
cream  per  month.  The  fact  that  the  Agricultural  Adjustment  Act 
went  into  effect  May  12,  1933,  encouraged  Consolidated  Dairies  to 
begin  operations  in  spite  of  the  competition  offered  by  the  agencies 
bringing  the  remaining  20  percent  of  the  milk  into  Boston.  On 
.Tune  Ij  1933,  Consolidated  Dairies  sent  a petition  to  AVa.shington 
requesting  Federal  control.  As  was  said  by  the  general  manager  in 
his  annual  report  for  1933 : 

Our  aim  from  the  start  was  to  invoke  the  strength  of  the  administration 
at  Washington  to  stabilize  the  market  wliile  Consolidated  Dairies  was  develop- 
ing a more  complete  marketing  program. 

In  1935  Consolidated  Dairies  changed  its  name  to  New  England 
Dairies,  Inc.,  the  same  as  that  of  the  earlier  organization  which  pre- 
ceded it.  Early  in  1936  New  England  Dairies,  Inc.,  was  acting  as 
the  sales  agency  for  12  cooperative  organizations,  one  of  which,  the 
New  England  iVIilk  Producers’  Association,  was  the  largest  coopera- 
tive in  the  milkshed.  Fifteen  country  stations  are  owned  and  oper- 
ated by  New  England  Dairies  and  t\vo  additional  ones  are  lea.sed. 
New  England  Dairies  is  also  selling  agent  for  five  proprietary  cream- 
ery organizations. 

New  England  Dairies.  Inc.,  is  the  dominant  organization  in  New 
England  representing  the  producers,  and  the  New  England  Milk 
Producers’  Association  is  the  dominant  unit  of  the  federation.  Al- 
though no  nienibershi]>  figures  are  available  for  New  England 
Dairies,  the  New  England  Milk  Producers’  Association  had  over 
20,000  producer  members  in  1935,  of  which  aj^proximately  4,000  are 
located  in  Massachusetts.  The  organization  set-up  for  New  England 
Dairies,  Inc.,  is  the  same  as  for  the  New  England  Milk  Producers’ 
As.sociation,  and  the  activities  for  the  two  associations  ai’e  carried  on 
by  the  same  staff.-® 

The  aim  of  New  England  Dairies,  it  appears,  is  to  attain  complete 
control  of  the  Boston  milk  supply,  either  directly  or  indirectly.  As 
its  sphere  of  influence  has  spread  over  all  New  England,  producers 
located  in  Massachusetts  and  selling  milk  in  Boston  believe  that  their 
interests  are  being  neglected  to  the  benefit  of  a larger  number  of  pro- 
ducers located  outside  of  Massachusetts.  The  organization  of  the 
Massachusetts  Dairymen’s  Cooperative  Association  in  1935,  which 
intends  to  operate  only  in  Massachusetts  for  the  benefit  of  Massa- 
chusetts producers,  is  indicative  of  the  trend  of  such  sentiment. 
Furthermore,  several  important  cooperatives  in  the  area  have  stead- 
ily refused  to  join  the  New  England  Dairies  set-up. 

Ma.ssachu^'ietts  Dahymeri'S  Cooperative  Association. — The  Massa- 
chusetts Dairymen’s  Cooperative  Association  was  incorporated  early 


Npw  Knulnntl  Dairips.  Inc.,  deducts  7 cents  per  hundrodwpiirht  on  all  milk  it  handles, 
thus  providing  funds  for  operating  expenses  and  for  working  capital. 
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in  1935  and  commenced  active  operations  about  April  1,  1935.  It  is 
. reported  to  have  a membership  of  approximately  1,800  milk  pro- 

ducers, all  wdthin  the  State  of  Massachusetts. 

The  association  has  three  receiving  stations  where  the  milk  is 
cooled  and  standardized.  The  standardization  is  to  the  requirements 
^ of  the  distributors  buying  from  the  association  and  is  varied  to  suit 

! the  different  butterfat  requirements  of  the  several  distributors.®® 

These  receiving  stations  are  located  at  "Worcester,  Andover,  and 
Franklin,  all  in  Massachusetts. 

Very  little  stock  of  the  cooperative  is  outstanding  and  the  directors 
own  the  stock  that  has  been  issued.  The  par  value  of  the  stock  is 
$25  per  share.  While  the  members  of  the  association  have  the  privi- 
lege of  purchasing  stock  they  are  not  urged  to  do  so  and  very  few 
hold  any. 

The  association  agrees  with  its  members  that  the  dairy  products  of 
all  its  membei's  shall  be  sold  to  the  best  advantage  and"  the  net  pro- 
ceeds therefor,  after  expenses  and  dues  are  deducted,  shall  be  paid  to 
them.”  All  the  milk  is  sold  through  a subsidiary  known  as  Massa- 
chusetts Dairies,  Inc.  The  milk  is  all  used  as  class  1 or  fluid  milk 
and  there  is  no  surplus.  The  association’s  auditor  prepares  state- 
ments showing  the  total  amount  received  for  the  milk  and  the 
amount  of  deductions  for  the  cost  of  cooling,  standardizing,  etc.,  in 
the  country  receiving  stations,  other  expenses,  and  association  dues  or 
check-off.  The  net  amount  due  the  producers  is  the  balance  after 
all  these  deductions  have  been  taken  from  the  receipts. 

The  as.sociation  dues  or  check-offs  are  4 cents  per  hundredweight, 
which  are  divided  as  follows:  2 cents  per  hundredweight  for  office 
expenses  and  2 cents  per  hundredweight  with  which  to  set  up  a 
reserve  fund  to  guarantee  the  producers  against  losses  through  non- 
payment by  distributors  and  to  assure  producers  a market  for  their 
milk. 

The  net  amount  due  association  members  for  milk  delivered  is  not 
known,  of  course,  until  after  the  audit  of  the  sales  and  expenditures 
has  been  completed.  The  records  of  the  association  show  that  the 

1 * Much  of  the  milk  received  from  the  producers  contains  less  butterfat  than  Is  required 

by  distributors  and  ordinarily  the  association  members  do  not  produce  sufficient  milk 
from  which  cr^am  may  be  obtained  to  raise  the  butterfat  content  to  the  desired  standards. 

“ The  association’s  contract  with  its  members  in  part  is  as  follows : 

“2.  The  producer  hereby  appoints  this  Association  his  exclusive  sales  agent  to  sell  all 
milk  and  other  dairy  products  controlled  by  him  except  such  milk  as  he  may  require  for 
home  or  farm  consumption  and  he  hereby  agrees  to  deliver  his  milk  and  dairy  products 
to  such  distributors,  milk  plants,  or  creameries  as  may  be  designated  by  the  Association. 

“3.  The  producer  agrees  that  the  Association  shall  have  a lien  upon  the  milk  and 

dairy  products  hereby  contracted  by  the  producer  to  be  sold  by  the  Association  for  any 

indebtedness  of  anv  kind  owing  by  him  to  the  Association,  and  any  such  indebtedness  shall 
be  deducted  out  of  the  net  process  of  the  sale  of  such  milk  and  dairy  products. 

, “9.  All  milk,  cream,  and  other  dairy  products  of  the  producer,  as  soon  as  said  pro- 

, ducer  has  been  notified  of  the  acceptance  of  his  membership  by  the  Association  shall 

! be  delivered  by  the  producer  in  accordance  with  the  terms  of  this  agreement  and  this 

J agreement  shall  remain  continuously  in  force  unless  canceled  by  written  notice  by  either 

I of  the  parties  hereto  to  the  other  between  the  15th  and  31st  days  of  December,  inclusive, 

I of  any  year,  which  notice  shall  become  effective  on  the  1st  day  of  June  following  such 

notice.  ♦ ♦ * No  cancelation  of  this  contract  may  be  made  bv  the  producer  within 

three  years  of  the  date  of  this  agreement. 

‘*10.  The  Association  agrees  to  act  as  the  sales  agent  of  the  producer  and,  as  such  to 
sell  and  dispose  of  all  milk,  cream,  and  other  dairy  products  of  the  producer,  and  of 
other  producers  who  have  signed  contracts  similar  hereto,  by  such  methods  and  means 
as  it  deems  to  be  to  their  advantage. 

“11.  The  Association  agrees  to  guarantee  the  accounts  of  its  producer  members  subject 
to  the  terms  and  conditions  set  forth  in  the  regulations. 

“14.  The  produc-er  agrees  to  pay  as  dues  to  the  Association  the  sum  of  four  cents  (4^) 
per  hundredweight  of  all  milk  produced  or  controlled  by  him.  It  is  further  agreed  that  the 
‘I  Directors  shall  have  the  right  to  change  the  amount  of  assessment  from  time  to  time  as 

I may  be  necessary  within  their  discretion.” 
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net  returns  of  its  producers,  per  hundredweight,  from  June  1,  1935, 
to  March  1, 1936,  were  as  follows : 


June  1-15,  1035 — . 

June  16-July  15,  1035. 

July  1035 

Aug.  1-15,  1935 — . 

Aug.  15-Sept.  15,  1935 
Sept.  15-Oct.  31,  1935. 

Nov,  1-15,  1035 

Nov.  15-Dec.  31,  1935 
Jan.  1-Feb.  15,  1030— 
Feb.  16-20,  1036 


$3.  0225 
2.  70 
2.  40 
2.30 
2.  40 
2.35 
2.  40 
2.50 
2.  50 
2.  60 


The  association  has  no  contracts  "Nvith  distributors,  except  those 
known  as  producer-disti'ibutors.  The  records  show  that  during  the 
period  February  1 to  15,  1936,  milk  was  sold  to  36  distributors  and 
the  prices  paid  by  these  distributors  ranged  from  $2.70  to  $3.27 
per  hundredweight. 

The  volume  of  business  of  the  association  has  increased  steadily 
and  during  the  15-day  period,  February  1 to  February  15,  1936, 
inclusive,  it  handled  6,472  40-quart  cans  of  milk,  or  an  average  of 
37,106  pounds  of  milk  per  day. 

The  association  has  contracts  with  haulers  to  truck  the  milk  from 
its  country  stations  to  the  distributors’  plants.  The  contract  charge 
for  hauling  is  on  a basis  of  a stated  price  per  40-quai1;  ^ can, 
regardless  of  the  number  of  cans  delivered  to  each  distributor.^' 

The  haulers  start  their  trips  as  early  as  2 a.  m.  and  deliver  their 
milk  to  the  distributor’s  ])lant  early  hi  the  morning  where  it  is 
pasteurized,  bottled,  and  delivered. 

About  300  of  the  producer-distributors  operating  in  greater  Bos- 
ton have  contracts  with  the  association  which  in  part  provide  as 
follows : 

1.  That  the  producer  shall  become  a member  of  this  Association  in  good  stand- 
ing and  entitled  to  all  privileges  and  services  of  the  Association  except  the  rights 
to  have  his  milk  marketed  or  any  rights  of  the  guarantee  fund  of  the  Associa- 
tion and  agrees  in  return  to  pay  the  Association  as  an  annual  dues  the  sum  of 
fifty  cents  (oO^f)  iier  cow  based  on  the  average  number  of  cows  of  milking  age 
owned  or  controlled  by  him  during  the  year  and  to  pay  such  dues  annually  on 
February  1 of  each  year,  or  semiannually  one-half  on  February  1 and  one-half 
on  August  1,  of  each  year. 

2.  The  member  agrees  to  furnish  the  Association  on  or  before  January  10,  or 
each  year  with  a statement  of  the  number  of  cattle  owned  or  controlled  by  him. 

3.  If  the  member  discontinues  the  marketing  or  distributing  of  his  milk  at  re- 
tail, he  agrees  to  immediately  notify  the  Association  upon  which  event  this  con- 
tract shall  terminate  and  he  agrees  to  enter  upon  a regular  producer’s  agree- 
ment with  the  Association  as  it  may  then  be  in  force. 

These  producer-distributors  produce,  process,  pasteurize,  bottle,  and 
sell  milk.  Their  herds  consist  of  from  50  to  100  cows  although  there 
are  a few  herds  of  over  100  cows  and  there  is  one  herd  of  700  cows. 
It  is  the  general  practice  of  these  producer-distributors  to  purchase 
fresh  cows  annually. 

It  is  alleged  that  the  producer-distributor  members  are  opposed  to 
regulation  or  control  by  the  Federal  Market  Administrator  as  they 
believe  that  under  such  control  they  would  be  regulated  both  as  pro- 


“The  hauline  charges  from  each  of  the  3 country  stations  to  the  Boston  market  are 
as  follows : FrSm  thi  Andover  plant.  17^  cents  per  40-quart  can ; from  the  Worcester 
plant  17%  cents  per  40-quart  can ; from  the  Franklin  plant,  20  cents  per  40-quart  can. 
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ducers  and  as  distributors  and  that  their  object  in  affiliating  with  the 
association  was  to  have  its  assistance  in  fighting  their  battles. 

It  is  claimed  that  the  association  was  organized  in  the  interests  of 
the  cooperating  distributors  and  ])roducer-distributors  as  well  as  in 
the  interests  of  the  producers.  The  association  was  opposed  to  the 
Federal  Marketing  Agreement  and  contends  that  because  of  higher 
production  costs  of  Massachusetts  producers,  the  base  rating  plan  for 
the  entire  milkshed  was  unfair  when  applied  to  Massachusetts  pro- 
ducers for  in  other  words,  it  is  contended  that  the  Boston  market 
should  benefit  Massachusetts  producers  and  therefore,  that  Massa- 
chusetts produced  milk  should  not  be  pooled  with  milk  from  the  rest 
of  New  England. 

From  the  standpoint  of  the  members  of  the  association  and  of 
cooperating  distributors  the  association  is  reported  to  have  proven  of 
material  benefit.  The  producers  apparently  have  received  prices 
greater  than  the  average  blended  prices  received  by  other  producers, 
in  New  England,  because  the  distributors  cooperating  with  the  as- 
sociation sell  milk  in  a higher  class  of  utilization  than  do  the  average 
distributors.  This  permits  the  payment  to  members  of  the  Massa- 
chusetts Dairymen’s  Cooperative  Association  of  the  higher  prices  for 
the  higher  grades  of  utilization.  This  advantageous  position,  how- 
ever, is  dependent  upon  general  market  conditions  as  maintained  by 
other  distributors  who  handle  a high  percentage  of  the  milk  distrib- 
uted in  Boston  and  carry  the  burden  of  disposing  of  milk  in  excess  of 
class  I utilization. 

The  Massachusetts  Dairymen’s  Cooperative  can  continue  to  ob- 
tain more  money  per  hundredweight  for  milk  produced  by  its  mem- 
bers, and  its  operating  distributors  can  continue  to  maintain  their 
present  arrangement  only  so  long  as  the  milk  produced  by  its  mem- 
bership is  kept  within  the  class  I I’equirements  of  its  cooperating 
distributors,  and  also  only  as  long  as  other  distributors  handling  the 
greater  part  of  milk  sold  in  Boston  continue  to  handle  the  milk  in 
excess  of  the  class  I or  fluid-milk  requirements. 

Bellows  Falls  Cooperative  Creamery.  Inc. — Tlie  importance  of  the 
Bellows  Falls  Cooperative  Creamery,  Inc.,  of  Vermont  as  a factor 
in  the  Boston  market  or  sales  area  is  due  in  considerable  measui’e  to 
its  connection  with  the  First  National  Stores. 

In  1921,  the  predecessor  of  the  First  National  Stores  arranged  to 
obtain  milk  fi*om  a group  of  farmers  near  Bellows  Falls,  Vt.,  who 
liad  formed  a coopei-ative,  and  the  first  shipment  was  received  in 
Boston  in  December  1921. 

With  a start  of  about  350  producers,  the  Bellows  Falls  Coopera- 
tive increased  in  membership  and  by  1934  had  over  1,400  members 
with  a production  of  over  335,000  quarts  of  fluid  milk  per  week  as 
well  as  about  half  that  much  cream. 

Milk  produced  by  the  Bellows  Falls  Cooperative  for  the  Boston 
market,  which  is  distributed  through  First  National  Stores,  is  proc- 
essed, pasteurized,  and  bottled  at  Bellows  Falls.  This  is  the  only 
milk  consumed  in  Boston  that  is  not  pasteurized  and  prepared  for 
delivery  at  plants  in  or  near  Boston,  according  to  the  Chief  of  the 
Dairy  Division  of  the  Boston  Health  Department  who  stated  that 
“with  the  exception  of  milk  from  Bellows  Falls  all  milk  shipped  to 
Boston  is  raw  and  must  be  processed  at  the  plant  where  it  is  bottled.” 


28  DISTRIBUTION  AND  SALE  OF  MILK  AND  MILK  PRODUCTS 


From  the  New  England  Dairyman  of  June  1933  (p.  1)  it  appears 
that  the  Bellows  Falls  Cooperative  was  supplying  approximately  10 
percent  of  the  milk  consumed  in  Boston.  This  small  proportion  of 
the  total  milk  supply,  however,  by  no  means  indicates  its  impor- 
tance. The  question  of  store  differentials  has  been  much  discussed 
throughout  the  dairy  industry  but  nowhere  more  thoroughly,  per- 
haps, than  in  the  Boston  market.  Since  1921  the  stores  of  P'irst 
National  have  sold  milk  at  prices  ranging  from  1 cent  to  cents 
per  quart  under  the  retail-wagon  price  despite  the  protests  which 
were  constantly  being  made.  Hearings  have  been  held  devoting 
much  time  to  the  store  differential  question  and  briefs  pro  and  con 
have  been  submitted.  The  company  has  maintained  steadfastly  that 
store  distribution  Avas  so  much  more  economical  than  the  route 
system  as  to  justify  the  differential.  To  date  no  exhaustive  analysis 
of  the  comparative  costs  of  distributing  milk  by  routes  and  through 
stores  has  been  published.  It  is  doubtfid  if  a sufficiently  compre- 
hensive survey  to  decide  this  important  ])oint  can  be  made  without 
the  expenditure  of  far  more  money  than  any  public  body  has  so  far 
b^n  Avilling  to  appropriate,  despite  the  very  fundamental  importance 
of  the  question.  In  the  meantime  the  controversy  rages.*^ 

Apparently  the  producer  members  of  the  Bellows  Falls  groups 
have  been  satisfied  that  their  arrangement  with  First  National  Stores 
is  the  best  they  can  make  for  they  have  defeated  many  attempts 
to  absorb  their  organization.  Claims  are  made  that  the  cooperative 
has  developed  an  efficient  system  of  distributing  the  milk  produced 
by  its  members  and  that  many  economies  have  been  effected.  It  is 
interesting  to  note  that  only  two  sizes  of  containers  are  used  for  dis- 
tributing through  the  stores,  quarts  for  milk  and  half  pints  for 
cream. 

SECTION  3.  FEDERAL  CONTROL  OF  THE  ROSTON  MARKET 

A Federal  milk  license  and  marketing  agreement  became  effective 
in  the  Boston  jiroducing  and  sales  area  November  3,  1933.  An 
excerpt  from  a handbook  issued  by  the  Boston  Market  Administrator 
states  some  of  the  reasons  for  Federal  control  and  the  objectives 
to  be  obtained  in  that  market: 

The  purpose  of  the  license  is  to  stahilize  prodiufer  milk  prices  and  the  pur- 
chasing power  of  dairymen  in  the  Boston  milkshed  at  a fair  and  reasonable 
level.  All  distributors  handling  fluid  milk  for  consumption  in  the  Greater 
Boston  market  are  automatically  licensed  by  the  Secretary  and  are  permitted 
to  continue  in  business  only  subject  to  the  terms  and  conditions  of  this 
license. 

Enforcement  of  the  license  lies  with  the  Secretary  of  Agriculture,  by  virtue 
of  his  power  to  revoke  dealers’  licenses  in  case  of  violation.  Administration 
of  the  license  is  entrusted  to  a Market  Administrator,  who  is  designated  by  the 
Secretary  of  Agriculture.  The  expen.se  (»f  administering  the  license  is  paid 
from  an  assessment  upon  all  producers  of  two  cents  per  hundredweight  on  all 
milk  marketed. 

The  Boston  milk  license  came  as  a result  of  the  producers’  cooperative  mar- 
keting associations  of  the  Boston  milkshed  applying  to  the  United  States  Gov- 
ernment for  assistance  in  a satisfactory  solution  of  the  marketing  problems  in 
this  area.  The  application  to  Washington  came  at  the  end  of  nearly  three  years 
of  efforts  to  stabilize  the  Boston  Milk  Market  through  the  voluntary  coopera- 

“ According  to  data  from  New  England  Milk  Producers’  Association. 

“♦  This  question  as  it  affects  Boston  is  being  investigated  now  as  a part  of  a milk 
distribution  study  being  made  by  the  Massachusetts  Milk  Control  Board. 
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tion  of  the  various  groups  of  producers.  The  license  is  the  metins  by  which  the 
Agricultural  Adjustment  Administration  is  assisting  the  producers  in  the  Bos- 
ton milk.shod  to  solve  their  marketing  problems.  It  is  not  an  attempt  to  dis- 
place cooperative  effort  with  governmental  regulation. 

While  the  aim  of  the  license  is  to  stabilize  marketing  conditions  for  the  en- 
tire industry,  including  producers,  distributors,  and  consumers,  it  was  put  into 
oijeration  primarily  from  the  standpoint  of  assisting  producers.  However, 
the  license  also  insures  a reasonable  price  to  consumers  and  an  equitable,  uni- 
form cost  of  milk  to  all  distributors. 

Boston  has  been  under  Federal  control  for  over  2^  years.  During 
this  {leriod  changes  and  amendments  in  the  licenses  liaA'e  been  made 
from  time  to  time  to  more  adequately  meet  the  problems  of  the  mar- 
ket. The  latest  provision  for  Federal  control  of  the  Boston  market  is 
embodied  in  an  “Order  Regulating  the  Handling  of  Milk  in  the 
Gi*eater  Boston,  Mas.sachusetts,  Marketing  Area”,  effective  February 
9,  1936. 

Recently  an  agreement  has  been  reached  between  the  Massachu- 
setts Milk  Control  Board  and  the  Federal  Milk  Administrator  for 
joint  administration  in  the  Boston  market.  A concurrent  order 
which  will  apply  to  the  Boston  milk  distributors  handling  only  Mas- 
sachusetts milk  will  be  issued  by  the  State  board  to  provide  for  the 
» same  prices,  terms,  and  conditions  of  purchase  from  producers  by 
distributors  as  in  the  Federal  order.  The  one  exception  is  that  the 
Massachusetts  board  believes  it  does  not  have  authority  under  the 
law  to  j)rovide  for  equalization  of  milk  returns  to  producers  in  its 
order. 

Two  considerations  are  basic  in  all  of  the  various  agreements  and 
licenses,  and  in  the  most  recent  order  affecting  Federal  control  of 
the  Boston  market.  Their  purpose  is  to  maintain  stable  market  con- 
ditions and  they  are:  (1)  that  all  distributors  in  a market  pay  the 
same  price  for  the  milk  they  use  and  (2)  that  producers  receive  a uni- 
form price  for  milk  taking  into  consideration  proper  differentials  for 
quality,  location,  evenness  of  production,  etc.  The  effectiveness  of 
market  control  depends  largely  on  the  extent  of  compliance  the  milk 
market  administrator  is  able  to  bring  about.  In  the  Boston  market, 
it  is  reported,  a small  group  of  producers  and  distributors  have  been 
able  by  pei’sistent  noncompliance  with  the  Federal  regulations  to  se- 
riously threaten  market  stability.  The  following  excerpt,  bearing  on 
this  point,  is  taken  from  the  Boston  Milk  Administrator’s  Review, 
Augu-st  1935,  under  the  heading  “Uncontrolled  Milk  Forces  Reduc- 
tion in  Class  I Price.” 

The  .substantial  volume  of  whole  milk  being  shipped  into  the  Boston  market 
daily  in  rwent  months  by  distributors  who  are  not  complying  with  the  terms 
of  tile  Fetleral  License  Anally  forced  a retluction  in  the  (’lass  I price  effe<*tive 
July  16.  The  decrease  in  the  Class  I price,  was  47^  per  hundreilweight 
or  10  per  quart.  In  addition,  higher  adjustments  were  allowed  to  distribu- 
tors for  handling  and  .shipping  milk  from  country  stations. 

Heavy  production  on  account  of  favorable  weather  conditions  and  an  un- 
usually large  spread  between  the  Class  I and  Class  II  prices  have  made  it  more 
profitable  than  usual  for  distributors  to  buy  milk  from  producers  at  the  pre- 
vailing compasite  price  without  accounting  for  their  use  of  the  milk.  Avail- 
able information  indicated  that  in  recent  months  the  average  cost  at  the 
market  of  the  whole  milk  sold  by  such  distributors  has  been  approximately 
per  quart  less  than  the  Class  I price  contained  in  the  license. 

A serious  blow  to  the  Federal  license  was  the  decision  in  the  dis- 
trict court  of  the  United  States,  district  of  Massachusetts,  in  the  case 
of  the  Umted  States  of  America  and  Henry  A.  Wallace^  Secretary  of 
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A(jrtculture^  v.  The  Seven  Oaks  Daii'y  Co.  and  the  WesHvood  Farm 
Milk  Co,,  Inc.,  on  May  17,  1935.  This  decision  was  summarized  as 
follows : 

The  license  imist  be  held  to  be  void  and  unenforceable  for  the  reasons  (a) 
that  it  i>uri>orts  to  oijerate  upon  persons  not  witiiin  the  reaeli  of  the  authority 
conferred  upon  the  Secretary  of  Ag:riculture  by  the  statute;  (b)  that  its  scope 
has  l>een  carried  beyond  the  limits  of  the  law  by  regimenting  production  and 
lixing  prices  with  resi>ect  to  transactions  that  have  no  substantial  or  direct 
relation  to  interstate  couunerce;  and  (e)  that  these  excesses,  found  in  in- 
separable provisions  of  the  license,  vitiate  the  whole  license. 

In  contrast  to  this  is  an  excerpt  from  an  opinion  of  the  Solicitor  of 
the  Department  of  Agriculture  for  the  use  of  the  Committee  on  Agri- 
culture and  Forestry  of  the  United  Stat(;s  Senate  in  1935,  relating 
to  the  question  of  the  constitutionality  of  the  Agricultural  Adjust- 
ment Act,  as  amended  by  the  bill  (H.  R.  8492)  an  act  to  amend  the 
Agricultural  Adjustment  Act,  and  for  other  purposes.  The  excerpt 
follows : 

In  metropolitan  milk  markets  such  as  Boston,  there  is,  of  course,  a rela- 
tively small  volume  of  milk  which  is  produced  in  the  same  State  in  which  it 
is  distrihuted,  and  hence  dot^s  not  move  in  interstate  commerce.  The  applica- 
tion of  milk  orders  to  this  relatively  small  amount  of  milk  is  amply  justified 
under  the  doctrine  that  Congress  has  the  power  to  regulate  intrastate  com- 
merce in  connection  with  its  regulation  of  interstate  commerce  when  intrastate 
commerce  is  so  intermingled  with  the  interstate  commerce  regulated  that  ef- 
fective regulation  of  the  latter  requires  regulation  of  the  former,  or  when  the 
regulation  of  interstate  commerce  alone  would  give  an  unfair  competitive  ad- 
vantage to  intrastate  commerce  of  the  same  character,  or  when  intrastate  com- 
merce directly  affects  or  burdens  interstate  commerce.  TTius  the  Interstate 
Commerce  Commission  may  regulate  intrastate  railroad  rates  when  such  intra- 
state rates,  if  unregulated,  would  hinder  effective  regulation  of  interstate  rail- 
road rates,  or  would  discriminate  against  those  who  ship  goods  in  interstate 
commerce.  (The  Shreveport  case,  234  U.  S.  342;  United  States  v.  Louisiana, 
290  U.  S.  70;  New  York  v.  United  States,  2T)7  U.  S.  5911.  It  seems  obvious  that 
in  these  interstate  milk  markets  the  fixing  of  minimum  producer  prices  for  in- 
terstate milk  could  not  be  effective  without  fixing  equivalent  prices  for  intra- 
state milk  which  is  in  direct  competition  with  interstate  milk,  and  the  fixing 
of  minimum  producer  prices  for  interstate  milk  alone  would  clearly  discriminate 
against  such  milk. 

Following  the  United  States  district  court  decision,  enforcement  of 
the  license  became  more  difficult,  especially,  of  course,  in  respect  to 
the  provisions  relating  to  minimum  priciis  to  producers,  reports  by 
distributors  on  milk  purchases  and  utilization,  payments  into  the 
equalization  fund,  and  the  collection  of  the  check-off  for  the  support 
of  the  Federal  Milk  Market  Administration. 

SECTION  4.  MASSACHUSETTS  MILK -CONTROL  BOARD 

The  Massachusetts  milk-control  law  became  effective  July  3,  1934. 
It  created  a milk-control  board  which  was  given  the  following  spe- 
cific power  and  duties: 

(1)  To  designate  and,  in  cooperation  with  local  boards  of  health,  to  estab- 
lish and  maintain  market  production  zones  and-  enforce  all  orders,  rules  and 
regulations  relating  thereto,  and  to  supervise  and  regulate  the  milk  industry 
of  the  commonwealth,  including  market  production  zones  within  and,  Insofar 
as  such  zones  supply  milk  for  con.sumption  within  the  commonwealth,  without 
the  common w’calth,  and  the  production,  delivery  and  sale  of  milk  and  milk 
pn)ducts  within  the  commonwealth,  and/or  to  the  control  of  unrea.sonable  and 
burdensome  surplus  of  milk  in  any  market  coming  from  either  within  or  with- 
out the  commonwealth ; provided,  that  any  such  order,  rule  or  regulation  iier- 
tnlning  to  the  sate  of  milk  shall  be  subject  to  section  fifteen;  and,  provided 
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jurther,  that  nothing  in  this  act  shall  be  construed  to  repeal  or  affect  any 
law  or  local  ordinance,  bylaw,  rule,  or  regulation  affec.ing  the  public  health. 
(2)  To  investigate  and  regulate,  as  the  emergency  permits  or  requires,  all 
inatter.s  pertaining  to  market  itroduction  zones,  and  to  the  production,  manu- 
facture, processing,  storage,  transportation,  disposal,  distribution  and  sale  of 
milk  and  milk  products  within  the  commonwealth,  and  to  the  establishment 
of  reasonable  trade  practice;  prO’Vided,  that  such  matters  pertaining  to  the 
sale  of  milk  shall  be  limited  to  those  within  the  purview  of  the  provisions  of 
section  fifteen.  (3)  If  the  producers  within  a market  production  zone  deliver- 
ing milk  for  sale  in  a particular  market  within  such  zone  fail,  for  any  cause, 
to  furnish  a sufficient  sujiply  of  niuk  to  meet  the  consumer  demand  of  such 
market,  the  board,  while  such  failure  continues  or  during  any  emergency,  may 
l>erniit  milk  dealers  in  such  market  to  purchase  milk  from  such  sources  out- 
side such  zone  in  such  amounts  and  for  such  period  of  time  as  the  board  may 
approve.  (4)  The  board,  or  any  member  or  authorized  agent  thereof,  may  hold 
hearings  at  such  places  and  at  such  times  as  it  deems  necessary  to  administer 
this  act.  No  provisions  of  this  act  conferring  a general  power  upon  the  board 
shall  be  deemed  to  be  impaired  or  qualified  by  the  granting  to  the  board  of  this 
act  of  any  spec-ific  power  or  powers. 

In  view  of  the  fact  that  the  Boston  area  is  under  Federal  jurisdic- 
tion the  objective  of  the  control  board  in  this  area  is  to  pi'otect  Mas- 
sachusetts producers  shipping  to  Boston  and  to  approve  resale  price 
schedules  in  the  Boston  sales  area. 

Due  to  the  vociferous  claims  of  the  producers  and  to  some  doubt 
on  the  part  of  the  board  as  to  the  legality  of  equalization  in  paying 
producers,  the  principle  has  not  been  adopted  in  the  computation  of 
payments  for  milk  of  the  Massachusetts  jiroducers.  The  equalization 
plan  jirovides  that  all  milk  sold  in  the  Boston  market  is  to  be  pooled 
and  paid  for  on  the  basis  of  use.  The  protests  of  the  Massachu.setts 
producers  are  based  on  the  claim  that  the  resulting  price  would  be 
far  lower  than  they  could  afford  to  accept.  Although  the  quantity 
of  milk  shipped  to  Boston  by  Massachusetts  producers  in  1935  was 
less  than  14  jiercent  of  the  total  receipts  of  that  market,  if  equaliza- 
tion were  applied  to  this  group,  they  claim  they  would  be  ruined 
financially. 

The  problem  involves  the  relative  cost  of  producing  milk  in  Massa- 
chusetts as  compared  with  outlying  sections.  Until  quite  recently, 
many  Massachusetts  producers  adjacent  to  the  Boston  market  have 
been  protected  by  relatively  high  freight  rates  from  more  distant 
points.  Better  roads  and  lower  freight  rates  have  tended  to  nullify 
this  location  advantage.  Even  now  Mas.sachu.setts  producers,  it  is 
claimed,  are  struggling  for  existence.  The  control  board  contends 
that  dairying  is  an  important  asset  to  Massachusetts  agriculture 
and  should  be  encoHcaged  in  every  possible  way.  At  the  present 
time,  it  is  argued,  the  Massachusetts  producer  is  not  able  to  accept 
the  equalization  scheme  as  his  labor  costs  are  high  and  he  must  spend 
more  for  feed  and  fertilizer  than  producers  located  in  Vermont,  for 
example. 

The  control  board  method  of  setting  resale  prices  in  Boston  is  to 
get  a majority  of  the  distributors  to  agree  to  abide  by  a certain 
schedule  of  retail  and  wholesale  prices.  The  only  recourse  the  con- 
trol board  has  against  a dealer  who  will  not  comply  with  the  price 
.schedule  is  to  revoke  his  license  under  a provision  of  the  control  board 
law  which  states: 

* * * the  board,  after  a hearing  or  an  opportunity  to  be  heard,  may 

decline  to  grant  a license  or  may  grant  a conditional  or  limited  license  to  an 
applicant  for  a license  as  a milk  dealer,  or  may  suspend  or  revoke  a license 
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already  granted  to  a milk  dealer,  when  satisfied  of  the  existence  of  any  of  the 
■'ollowing:  * ♦ ♦ 

(3)  That  he  has  coinniitted  any  act  which  may  demoralize  the  price  struc- 
ture of  milk  or  interfere  with  an  ample  supply  of  milk  for  the  inhabitants  of 
the  commonwealth. 

In  1935  it  was  estimated  that  about  15  percent  of  the  milk  shipped 
to  Boston  was  sold  below  the  prices  agreed  upon  by  distributors  in 
conference  with  the  control  board.  One  bid  for  the  milk  business  of 
a Boston  public  institution  was  $17,000  below  that  warranted  by  the 
schedule  of  wholesale  prices  agreed  on  in  conference  with  the  milk- 
control  board.  Ketail  prices  have  been  fairly  well  maintained,  but 
compliance  is  weakening.  This  has  been  brought  about  by  the 
wholesale  price  situation  which  has  never  been  good  because  there 
are  so  many  ways  of  giving  discounts  that  cannot  be  checked  by  the 
control  board  auditors.  Although  the  control  board  has  threatened 
to  revoke  the  licenses  of  price  cutters  it  has  never  done  so  for  this 
offense,  as  it  is  difficult  to  prove  that  price  cutting  by  any  one  dealer 
demoralized  the  market  .structure. 

The  problems  facing  the  Massachusetts  Control  Board  are  not 
easy  to  solve,  for  they  have  no  control  over  the  milk  coming  into 
the  State,  and  yet  they  are  directed  by  law  to  protect  the  interests 
of  Massachusetts  producers.  It  has  been  said  that  the  control  board 
has  done  its  most  effective  work  in  the  secondary  markets. 

In  another  section  of  this  report  the  relationship  between  class 
and  blended  prices  is  discussed  and  attention  is  directed  thereto 
in  any  consideration  of  attempts  at  price  control.  These  price  rela- 
tionships are  of  primary  importance  in  considerations  of  matters 
of  controlling  market  conditions.  Attempts  at  price  control  which 
do  not  take  into  account  the  proper  balance  between  the  values  of 
milk  u.sed  for  different  purposes  are  likely  to  prove  of  little  con- 
sequence in  achieving  the  desired  end. 

SECTION  5.  MILK  SETTIKMENT  PLANS  IN  THE  BOSTON  MARKET 

Introduction. — Because  of  the  importance  of  the  New  England 
Milk  Producers’  Association  in  the  Boston  milkshed  the  discussion 
of  milk-payment  plans  in  that  area  is  largely  based  upon  the  plans 
used  by  that  group.  The  payment  plans  followed  by  other  coopera- 
tives in  the  Boston  shed  do  not  differ  greatly  in  basic  principles 
from  the  plan  of  the  larger  association,  except,  of  course,  the  flat 
price  plan  used  by  some  of  the  smaller  organizations  altoady 
referred  to. 

The  flat-price  plan  is  the  simplest  in  its  application,  although 
the  price  may  have  been  arrived  at  by  devious  calculations  involving 
the  actual  utilization  of  the  milk  purchased.  Generally  speaking, 
however,  the  flat-price  buyers  are  the  smaller  distributing  organiza- 
tions which  handle  little  milk  other  than  that  required  to  fill  their 
requirements  for  fluid  milk  sales.  These  dealers  offer  producers 
a flat  price  for  milk.  The  producer  knows  with  considerable  exact- 
ness the  jier  unit  price  he  is  to  receive  under  these  circumstances. 

The  base  and  surplus  plan  of  milk  payments  is  a development 
based  on  distributing  the  burden  of  surplus  milk  among  all  the 
participating  producers  in  the  hope  that  by  doing  so  production 
will  be  kept  as  closely  as  possible  to  the  demands  of  the  market. 
The  theory  of  the  plan  has  been  published  many  times.  The  criti- 
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cisms  of  it  have  also  been  made  known.  In  the  following  discus- 
sion therefor,  only  a brief  outline  of  the  plan,  and  some  of  its 
important  variations,  are  presented.  Elsewhere  in  the  report  some 
of  the  weaknesses  of  the  application  of  the  plan  are  pointed  out. 

The  Boston  hose  surplus  plan. — In  1917  the  New  England  Milk 
Producers’  Association  entered  into  an  arrangement  under  which  the 
Boston  distributors  were  to  buy  milk  at  a definite  fluid-milk  price 
from  those  producers  shipping  to  them  at  that  time.  Wartime  con- 
ditions, it  is  claimed,  had  increased  the  cost  of  production  and  agita- 
tion had  begun  for  an  increased  price.  By  this  time  milk  was 
shipped  to  Boston  from  outside  the  State  of  Massachusetts  so  that 
the  whole  matter  of  price  was  referred  to  the  Federal  Food  Commis- 
sion for  a decision  on  prices,  terms,  and  the  conditions  under  which 
milk  should  be  sold.  A plan  was  worked  out  by  the  Coimnission 
whereby  distributors  were  required  to  pay  for  all  milk  sold  as  fluid 
milk  a designated  price  per  quart  delivered  at  the  market.  That 
portion  of  milk  in  excess  of  fluid  requirements  was  supposed  to 
be  handled  without  loss  or  profit  to  the  dealer. 

The  plan  did  not  provide  for  bases  or  quotas  for  individual  pro- 
ducei*s  and  the  price  each  producer  received  for  his  milk  depended 
entirely  on  the  market  outlet  of  his  distributor  for  fluid  milk.  Thus 
some  producers  received  a fluid  price  for  a large  percentage  of  their 
production  and  others  did  not  fare  so  well.  The  Commission 
required  sworn  statements  as  to  utilization  of  the  milk  received  by 
distributors,  and  the  statements  were  subject  to  verification. 

After  the  Federal  Food  Commission  was  disbanded  in  April  1919 
producers  and  distributors  continued  to  operate  under  the  same 
surplus  plan. 

An  important  change  in  the  surplus  plan,  however,  was  made 
January  1, 1922.  Under  the  previously  existing  plan  producers  were 
receiving  a price  for  surplus  milk  that  was  less  than  the  value  of 
the  milk  for  butter-making  purposes.  The  amended  plan  provided 
that  the  surplus  milk  should  be  paid  for  on  the  basis  of  its  value 
as  butterfat  at  country  stations,  and  any  transportation  or  other 
charges  on  such  milk  should  be  paid  by  the  distributor.  In  con- 
junction with  this  plan  a so-called  cream  plan  was  developed  which 
permitted  milk  shippers  to  keep  skim  milk  on  the  farm  and  ship 
only  the  cream  during  the  flush  milk-producing  season  of  the  year. 
This  plan,  although  it  tended  to  reduce  the  surplus  which  a dis- 
tributor actually  had  to  handle,  was  taken  advantage  of  by  the  dis- 
tributors who  began  to  purchase  cream  from  producers  not  regu- 
larly shipping  milk  to  Boston,  and  thus  increased  the  suiqilus  per- 
centage of  their  regular  shippers.  The  fundamental  principles 
established  in  January  1922  were  continued  until  1930  except  for 
changes  in  the  price  to  be  paid  for  surplus  milk  to  cover  its  increased 
value  in  the  Boston  market. 

The  details  of  a modified  surplus  plan  of  milk  settlement  which 
went  into  effect  in  January  1930,  are  contained  in  the  following 
explanation  as  presented  to  the  producer  members  of  the  New  Eng- 
land Milk  Producers’  Association 

Consumption  of  milk  In  Boston  has  increased  from  three  to  four  percent 
annually,  due  to  increase  in  iiopulation  and  a larger  per-capita  consumption. 


• New  England  Dairyman,  November  1929,  p.  9. 
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This  increase  has  been  met  by  the  addition  of  new  territory.  These  new 
areas  have  a much  wider  seasonal  variation  in  milk  production  than  those 
which  have  been  shipping  milk  for  a longer  period.  The  result  is  a high 
seasonal  sui'plus  which  falls  as  a burden  on  both  the  even  producer  and  the 
uneven  producer.  This  works  an  injustice  to  the  even  producer. 

To  remedy  this  situation  the  N.  E.  M.  A.  has  modified  its  sales  plan  so  as  to 
encourage  more  even  production  by  rewarding  the  even  producer.  Beginning 
January  1,  1930,  the  composite  price  will  be  paid  each  producer  for  all  milk  uj)  \ 

to  double  the  average  amount  he  pnxluced  in  October,  November,  and  December 
1929.  Any  milk  in  excess  of  this  double  base  will  be  paid  for  at  the  Class  2 
price.  , i 

Under  the  working  of  this  modified  plan  the  percentage  of  Class  2 milk,  i 

figured  under  the  present  surplus  plan,  will  be  rixluced  and  the  composite  price  I 

(restricted  to  the  double  base  amount)  will  be  correspondingly  increased  to 
all  producers.  Milk  produced  in  excess  of  the  double  base  will  not  appear  in  I 

the  “market  surplus’"  but  will  be  paid  for  as  an  “individual  surplus”  at  Class  2 
prices. 

With  this  plan  in  operation  the  even  producer  will  get  the  advantage  of 
Ij't^reased  composite  price  on  all  his  milk  and  will  not  continue  to  carry  the 
“individual  surplus”  of  the  uneven  produt*er.  The  uneven  producer  will  also  get  I 

the  increased  composite  price,  up  to  the  double  base,  but  will  receive  a lower 
price  for  the  individual  surplus  w’hich  he  produces  above  that  amount. 

The  plan  does  not  restrict  the  amount  of  milk  a producer  may  ship.  It 
simply  places  his  individual  sun>lus  in  a class  by  itself  wiiere  it  will  receive 
a price  based  on  its  value  as  a manufactured  product. 

The  Prespif  Surplus  Plan. — The  basis  for  payment  for  milk  in  1930  will  be 
a modification  of  the  existing  plan,  not  a new'  plan.  The  existing  surplus  plan 
is,  therefore,  still  the  basis  on  which  the  modified  plan  prices  will  be  figured. 

In  order  to  understand  the  working  of  the  modified  plan  it  is  necessary  to 
understand  fully  the  method  of  price  computation  under  the  present  plan.  It 
Is  as  follows : I 


Class  I or  fluid  price:  owt. 

F.  o.  b.  Boston,  per  quart  9^  times  4GV2  quarts $4. 1850 


Deductions  to  10th  zone 

Station . 2325 

Freight  L.  G.  L.  in  40-quart  cans , 5232 

Can  service : . 0300 

Dues  and  advertising . 0300 


Total  deductions . 8157 


Net  Class  I or  fluid  price,  10th  zone 1 3.  3693 


Class  II  or  surplus  price : 

100%  Class  2A.  Cream  value,  Butter  plus  20%. 

Class  2B.  Butter  value,  Butter  minus  5^  plus  16%%. 

Average  butter  market $0.  480  per  pound. 

Plus  20% . 096 


Price  biitterfat . 576  times  3.7  lbs.  butterfat 2. 1312 

Deductions : Dues  and  advertising . 0300 

Net  Class  2 or  surplus  price 2. 1012 

Final  net  price: 

70%  at  $3.3693  Class  I price 
^%  at  2.1012  CHass  2 price_ 

Final  net  price,  all  milk  delivered 2.  9889 

The  modified  sales  plan  is  of  great  importance  to  the  dairy  industry  through- 
out New  England.  It  will  have  far-reaching  eff^K'ts.  It  is  quite  a simple  plan 
when  it  is  well  understood  but  may  appear  complicated  to  those  who  have  not 
given  it  careful  attention.  We  have  worked  out  the  following  examples  in  an 
effort  to  make  the  operation  of  the  plan  more  clear. 


2.  3585 
.6304 
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Hmc  the  modified  plan  operates. — The  operation  of  the  modified  plan  is 
shown  in  the  following  table.  The  prices  and  percentages  of  surplus  used  in 
this  and  in  the  subsequent  tables  are  merely  to  illustrate  the  principles  under 
W'hich  the  plan  will  operate  and  are  not  to  be  taken  as  actual  prices  which 
will  be  received  w’hen  the  plan  is  in  force.  The  actual  prices  will  depend  on 
the  price  of  class  I milk,  butter  quotations  and  the  i>ercentage  of  surplus 
carried  by  his  dealer, 

A.  Each  producer  receives  a base  equal  to  his  average  production  in  October, 
November,  and  December, 

Example 


Month 

Production 

Days 

October ............. ...  ...... 

Lb9. 

3,200 

2,800 

3,200 

31 

November .. 

30 

December 

31 

Total 

9.200 

J 92^ 

1 Equals  100  lbs.  per  day. 


Base 100  lbs,  per  day 

Double  base 200  lbs.  per  day 

B.  All  production  up  to  double  this  base  during  the  other  9 months  w ill  be 
included  under  the  surplus  plan  and  paid  for  at  the  net  composite  surplus 
plan  price. 

C.  Production  in  excess  of  double  the  base  will  be  paid  for  at  the  Class-2 
or  manufactured-milk  pric'e. 

Example  (based  on  June  production  and  prices) 


June  production 9,  000  lbs. 

Double  base,  30X  200 6,  000 


Excess — Individual  surplus 3,000  lbs. 


Prices  paid: 

6,(XK>  lbs  at  $2.35  (composite  price) $141.00 

3,U(X>  lbs.  at  $1.75  (manufactured  price) 52.00 


9,000 $193.  00 

Average  price $2. 15 


Producers  who  have  had  their  cattle  tested  for  bovine  tuberculosis  between 
August  1 and  December  31  will  have  special  consideration  in  determining  their 
modified-plan  base. 


ETFECT  OF  THE  MODIFIED  SITKPLtTS  PLAN 

A.  Percentage  of  market  surplus  during  the  flush  months  will  decrease  be- 
cause uneven  producers  making  more  than  double  their  base  will  carry  their 
own  individual  surplus. 

R.  The  net  composite  surplus  plan  price  will  increase.  Thus  prices  will  be 
higher  to  producers  delivering  less  than  double  their  base. 

Example:  Present  plan— All  surplus  plan  producers  share  entire  market 
surplus. 


Purchases 2,  000,  000  lbs. 

Sales,  fluid 800,  000 


Market  surplus 1,  200,  000  lbs. 

Percentage  surplus 60% 

Prices  paid : 

40%  @ $2.85  Class  1 or  fluid  price $1. 14 

60%  @ $1.75  Class  2 or  surplus  price $1.  05 

, B^nal  price $2. 19 
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New  plan — Surplus  plan  producers  share  market 
surplus  up  to  double  base — beyond  this  amount 
individual  stands  own  surplus. 

Purchases 2,  000,  000 

Purchases  over  double  base 550,  000  individual  surplus 


Purchases  under  double  base 1,  450,  000 

Sales  fluid 800,  000 


Market  surplus 650,  000 

Percent  surplus 45% 

Prices  paid: 

55%  @ $2.85  Class  1 or  fluid  price $1.  57 

45%  @ $1.75  Class  2 or  surplus  price . 78 


Final  price $2.  35 


C.  Payments  for  total  product  by  the  dealer  is  the  same  under  both  plans. 
Distribution  of  payments  to  the  individual  producers  is  different.  The  pro- 
ducer who  makes  milk  nearer  to  the  fluid  market  requirements  receives  the 
higher  composite  market  price.  The  producer  who  makes  milk  without  regard 
to  market  requirements  receives  the  manufactured-milk  price  for  production 
above  double  base. 

Examples  of  price  variation  of  eight  producei'S  under  the  7ieio  plan 


t 


Producer 

June  production  base 

Double  base 
pounds 
at  $2.35 

Pounds  at 
individual 
surplus 
$1.75 

Total 

return 

Per 

hun- 

dred- 

weight 

A 

200  to  100  or  less 

$2.35 

R _ . 

250  to  100 

200-$4.  70 

50-$0.^ 

$5.^ 

2.23 

c.  

300  to  100 

2«)0-  4.  70 

lOD-  1.  75 

6. 45 

2. 15 

T)  _ _ — 

400  to  100 

200-  4.  70 

200-  3.50 

8.20 

2.05 

F 

500  to  100 

200-  4.70 

300-  5.25 

9. 95 

1.99 

F 

600  to  100 

200-  4.  70 

400-  7.00 

11.70 

1.95 

G 

700  to  100 ; 

an)-  4. 70  1 

500-  8.75 

13.  45 

1.92 

H 

800  to  100 ! 

20e-  4.  70 

600-10.  50 

15.20 

1.90 

The  composite  prices  as  used  in  the  modified  surplus  plan,  ex-  ^ 

plained  in  the  foregoing,  made  it  possible  for  cooperative  and  pri- 
vately owned  creameries,  having  a high  percentage  of  whole  milk 
sales  in  Boston,  to  pay  their  producers  a higher  blended  price  than 
the  N.  E.  M.  P.  A.  producers  received.  To  overcome  this  difficulty  n 

a definite  base  rating  plan  was  adopted  September  1,  1931,  whereby 
a class  I price  was  paid  each  producer  for  all  base  milk  and  a lower 
or  class  II  price  was  paid  for  all  milk  in  excess  of  a producer’s  base,  \ 

delivered  to  a distributor.  Furthermore,  total  basics  or  quotas  | 

would  be  kept  in  line  with  fluid  milk  sales  of  cooperating  distribu-  j 

tors.  Now,  if  a producer  kept  his  production  in  line  with  his  basic 
allotment,  he  would  receive  a class  I price  for  practically  all  the 
milk  he  produced.  Tlie  cooperative  and  privately-owned  creameries, 
which  had  built  their  fluid  milk  business  largely  on  a cut-price  basis, 
it  was  thought,  would  find  it  difficult  to  continue  this  policy  and 
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meet  the  class  I price  quoted  by  the  N.  E.  M.  P.  A.  This  new  plan 
establishing  basics,  as  described  to  members,  follo\Ns: 

Plan  of  Opeuation  Is  Developed 

Basic  rating  plan  governing  the  sales  of  milk  of  members  of  the  N.  E.  M.  P.  A., 

effective  Sept.  1,  1931  and  until  further  notice 

DEFINITIONS 

1.  “Basic  Hating”  shall  be  that  quantity  of  milk  determined  in  the  manner 
hereinafter  set  forth  for  which  each  producer  shall  receive  the  Class  I or  fluid 
milk  price. 

“Excess”  shall  be  that  quantity  of  milk  delivered  by  the  producer  over  and 
above  the  basic  rating  established  for  that  producer,  and  for  which  such 
producer  shall  receive  the  Class  II  or  manufactured  milk  price. 

“Nearby  TeiTitory”  shall  include  those  producers  whose  deliveries  of  milk 
are  made  by  team  or  truck  from  the  farm  to  the  distributor’s  city  plant. 

“Grade  A Territory”  shall  include  those  producers  furnishing  the  distribu- 
tor with  milk  of  Grade  A quality  from  dairies  which  hold  Grade  A permits  from 
the  Board  of  Health.  * 

“Mollified  Surplus  Territory”  shall  include  all  produc*ers  from  whom  milk  is 
purchased  and  not  included  in  nearby  or  Grade  A territory. 

2.  Methods  of  estahlishing  bamc  rating.- — a.  Nearby  territory.  Effective  Sep- 
tember 1,  1931,  producers  in  the  nearby  territory  shall  receive  the  same  basic 
rating  that  has  been  in  effect  during  the  period  from  January  1,  1981,  through 
August  31,  1931— such  rating  to  continue  in  effect  through  December  31,  1931. 

b.  Grade  A territory.  Effective  September  1,  1931,  protlucers  in  the  Grade 
A territory  shall  receive  the  same  basic  rating  that  has  been  in  effect  during 
the  period  from  January  1,  1931,  through  August  31,  1931 — such  basic  rating 
to  continue  in  effect  through  December  31,  1931. 

c.  Modified  surplus  territory. — Effective  Sejitember  1,  1931,  producers  in 
the  modifled  surplus  territory  shall  receive  a basic  rating — such  basic  rating 
to  continue  in  effect  through  December  31,  1931.  This  basic  rating  shall  be 
computed  in  the  following  manner: 

(1)  Determine  the  average  amount  of  milk  delivered  to  the  company  dur- 
ing the  months  of  October,  November,  and  December,  1930,  by  all  producers 
still  delivering  to  the  company.  Add  to  the  total  of  these  averages  the  total 
sum  of  bases  established  under  the  Modified  Surplus  Plan  heretofore  in  effect 
for  all  producers  who  started  delivering  milk  subsequent  to  December  31,  1930. 

(2)  Detennine  the  average  daily  fluid  milk  sales  of  the  company  for  the 
first  6 months  of  1931  w’hich  will  be  available  for  distribution. 

(3)  Determine  the  percentage  relationship  that  these  available  sales  under 
(2)  bears  to  the  total  average  daily  deliveries  under  (1), 

(4)  This  percentage,  as  above  ascertained,  shall  be  applied  to  the  average 
daily  deliveries  of  each  produced  as  determined  under  (1)  to  determine  the 
basic  rating  for  each  producer. 

(5)  For  your  company,  it  has  been  determined  that  the  average  daily  sales 
as  above  stated  is  — percent  of  the  average  daily  production. 

3.  Method  of  determining  basic  ratings  for  the  period  January  1 through 
December  SI,  1932. — a.  Nearby  territory. — Effective  January  1,  1932,  the  basic 
rating  will  be  the  average  of  2 years — namely,  the  basic  rating  in  effect  in 
1931  and  the  total  production,  up  to  the  established  rating,  of  July,  August, 
September,  October,  and  November  1931.  Any  produc*er  delivering  excess  over 
the  established  basic  rating  will  receive  an  increased  1932  basic  rating  if,  when 
subjected  to  the  average  surplus  of  the  company  for  the  above-named  five 
months,  the  average  production  of  the  above-named  five  months  results  in  such 
increase.  Such  increase  shall  be  averaged  with  the  average  in  effect  in  1931  to 
determine  the  1982  base  rating. 

b.  Grade  A territory. — Effective  January  1,  1982,  the  basic  rating  will  be 
the  average  of  2 years — namely,  the  basic  rating  in  effect  in  1931  and  the  total 
production,  up  to  the  establish^  rating,  of  September,  October,  and  November 
1931.  Any  producer  delivering  excess  over  the  established  basic  rating  will 
receive  an  increased  1932  basic  rating  if,  when  subjected  to  the  average  surplus 
of  the  company  for  the  above  three  months,  the  average  production  of  the 
above-named  three  months  results  in  such  increase. 

c.  Modified  surplus  territory. — Effective  January  1,  1932,  the  basic  rating 
will  be  the  average  of  2 years — namely,  the  average  of  the  deliveries  of  October, 
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November,  and  December  1930,  and  the  deliverU^s  of  September,  October,  and 
November  1931,  correlated  to  sales  in  the  same  manner  as  outlined  in  c (2) 
under  parajfraph  2 with  the  exception  that  the  average  sales  for  September, 
October,  and  November  1931,  shall  be  substituted  for  the  first  six  months  of  the 
year.  Such  increase  shall  be  averaged  with  the  average  in  effect  in  1931  to 
determine  tlte  1932  basic  rating. 

4.  Rules  and  regulations. — Any  producer  whose  cows  undergo  an  initial  test 
for  tuberculosis  under  Federal  and  State  supervision  can  hold  the  established 
basic  rating  for  six  months  after  date  of  test.  It  is  understood  that  basic  ratings 
go  with  the  farm  were  established  in  case  of  transfer  of  farm  to  another  owner. 
Basic  ratings  cannot  be  bought,  sold,  or  transferred,  except  as  provided.  There 
can  be  only  one  basic  rating  for  a farm.  Producers  changing  from  one  buyer 
to  another  will  receive  the  same  basic  rating  with  the  new  buyer  as  existed 
with  the  old  buyer.  Milk  cannot  be  bought,  sold,  or  transferred  between  pn>- 
ducers,  nor  can  pro<lucers  sell  any  of  their  product  to  other  dealers  in  fiuid 
milk  form.  Violation  of  this  regulatu»n  will  cause  all  producers  involved  to 
forfeit  their  basic  ratings.  These  forfeittnl  ratings  will  be  distributed  to  other 
producers.  Adjustment  of  ratings  made  for  any  purpose  whatsoever  shall  be 
by  agreement  between  the  N E M P A and  the  distributor. 

5.  Reports. — It  is  agreed  that  each  distributor  will  make  the  following  reports 
to  the  N E M P A on  forms  provided  hy  the  N E !M  P A on  both  members  and 
nonmembers : 

a.  Basic  ratings  in  effect  for  each  prcMlucer  September  1,  19;il,  and  Jan- 
uary 1,  1932,  and  for  new  producers’  ratings  as  added. 

1).  Changes  in  basic  ratings  for  each  pnHlucer  as  of  August  1,  1932. 

It  is  further  agreed  that  should  questions  arise  at  any  particular  shipping 
station  with  respect  to  adjustments  of  ratings,  the  distributor  agrees  to  fur- 
nish information  promptly  on  adjustments  that  have  been  made  and  reason 
for  making  them. 

c.  Purchases  of  basic  milk  delivered  monthly  or  semimonthly. 

d.  Purchases  of  milk  in  excess  of  basic  ratings  monthly  or  semimonthly. 

e.  Fluid-milk  sales  to  be  reported  under  a sworn  statement  monthly  or 
semimonthly  to  the  Milk  Administrator  and  subject  to  verification  by  the  Milk 
Administrator  for  the  months  to  l)e  used  in  establishing  basic  ratings.  For 
the  period  not  covere<l  by  these  reports  on  fluid-milk  sales,  representatives  of 
the  N E M P A will  be  furnished  at  the  otfice  of  the  distributor  with  the  fluid- 
milk  sales. 

6.  Price.s. — Each  producer  shall  receive  for  all  milk  up  to  basic  rating  the 
Class  I zone  price  as  agreed  uiH>n  between  the  N E M P A and  the  distributors. 
For  all  milk  in  excess  of  basic  rating,  he  shall  re<*eive  the  Class  II  zone  price 
as  agreed  uixm  between  the  N E M P A and  the  distributors. 

From  a report  on  the  annual  meetinf^  of  the  New  Enffland  Milk 
Producers’  Association  in  the  November  1932  issue  of  the  New 
England  Dairyman,  the  followintr  observation  was  made  on  the 
etfectiveness  of  the  base  ratinjr  plan  in  bringing  production  more  in 
line  wnth  sales: 

♦ * * The  operation  of  the  plan  has  resulted  in  a lowering  of  the  June 

peak  of  production  and  the  raising  of  the  fall  deliveries  of  milk.  The  differ- 
ence between  the  low  and  high  points  has  decreased.  Although  the  production 
line  is  not  a straight  one,  it  is  much  better  than  it  was  three  or  four  years  ago 
before  producers  began  to  pnxluce  milk  more  nearly  the  way  the  fluid  milk 
market  required  its  supply.  The  flush  point  of  production  is  not  as  high,  and 
short-production  period  is  not  as  low.  The  extent  to  which  the  change  has 
taken  place  in  the  production  line  is  shown  by  the  fact  that  in  1927  deliveries 
]ier  day  i>er  dairy  for  the  high  pei'iod  was  neaidy  double  the  low  period,  while 
this  year  deliveries  were  less  than  one-third  higher  for  the  high  i)eriod  than  for 
the  low.  The  percentage  which  the  high  period  was  above  the  low  period  for 
the  past  six  years  is  shown  by  the  tabulation  below; 


Percentage  high 
period  icas  ahove 

Ye.nr  low  period 

1927  99 

1928  80 

1929  t>2 

1930  36 

1931  34 

1932  29 


I 

i 

} 
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Tlie  New  England  Milk  Producers’  Association  made  no  funda- 
mental change  in  the  base  rating  plan  for  1933  except  to  set  forth 
the  determination  of  basic  <piotas  as  indicated  in  the  March  1933 
New  England  Dairyman  as  follows : 

The  ratings  of  each  producer  were  determined  on  tlie  same  method  as  was 
used  tlie  previous  year.  It  was  to  take  the  average  deliveries  of  milk  for  each 
producer  in  September,  October,  aud  November  1982,  plus  their  deliveries  for 
the  same  mouths  in  1931  aud  adjust  that  average  delivery  to  the  .sales  of  the 
dealer  to  whom  the  milk  was  sold  for  September,  October,  and  November  1932. 

I Eacli  producer  will  be  paid  the  Class  I price  for  the  remainder  of  1933  for  the 

amount  of  rate<l  milk  which  was  established  for  him  by  the  above  method. 
Any  milk  he  delivers  in  excess  of  tliat  rating  will  be  i>aid  for  at  Class  II  pric*es. 

i One  of  the  reasons  that  the  original  New  England  Dairies,  Inc., 

I venture  had  failed,  ivas  that  producers  belonging  to  the  various  units 
of  the  federation  were  not  paid  on  the  same  basis.  In  other  words, 
some  of  the  cooperative  creameries  who  were  members  carried  so 
much  surplus  that  the  return  to,  their  producer  was  relatively  low. 
To  overcome  this  dilRculty,  Consolidated  Dairies, composed  of 
former  niembei's  of  the  above-mentioned  New  England  Dairies, 
when  it  began  operations  set  up  an  equalization  plan  effective  June 
1,  1933.  It  applied  to  all  milk  shipped  to  Boston  by  Consolidated 
Dairies’  producers  except  that  from  local  producers  in  the  vicinity 
of  Boston  whose  milk  was  trucked  in,  A more  complete  discussion 
of  this  equalization  plan  follows.  Under  equalization  all  Consoli- 
dated Dairies’  producers  shipping  milk  to  Boston,  except  the  local 
producers  referred  to  above,  would  receive  the  same  price  for  their 
milk  less  differences  in  the  deductions  for  hauling,  quality  of  product, 
etc. 

The  Federal  agreement  and  license  effective  November  3,  1933,  es- 
tablished a uniform  method  of  paying  all  producers  shipping  milk 
to  Bo.ston,  as  well  as  placing  all  distributors  on  a uniform  basis  of 
payment  for  the  milk  used.  In  other  words,  the  base  rating  and 
classification  jilan  was  applied  to  the  wdiole  market  in  addition  to  an 
equalization  plan.  The  Federal  Market  Administrator  was  to  ad- 
minister the  regulatory  measures  in  accordance  with  the  terms  of 
the  license. 

Each  producer  was  assigned  a base  quota  according  to  past  pro- 
duction, as  prescribed  in  the  license.  It  was  necessary  to  set  up 
bases  for  each  producer  in  order  to  apportion  to  each  association  of 
producers  and  to  individual  producers  a proper  share  of  the  fluid- 
milk  sales  in  the  market.  On  the  basis  of  the  Federal  Administra- 
tor’s apportionment  depended  the  total  amount  of  money  to  be 
allocated  by  each  association  to  its  members.  After  the  money  due 
from  distributors  for  the  milk  they  purchased  had  been  credited  to 
the  various  associations,  such  money  could  be  di.stributed  to  the 
producer  members  according  to  any  price  plan  that  the  association 
might  wish  to  use.  Consolidated  Dairies  continued  its  own  base 
rating  plan  and  its  producers  were  paid  according  to  the  bases  they 
had  established  over  a period  of  years.  As  it  appears  that  70  to 
80  percent  of  the  milk  going  into  Boston  was  controlled  by  Consoli- 
dated Dairies,  most  of  the  producers  were  being  paid  according  to  a 


” Later  changed  to  New  Enpland  Dairies,  Inc. 
72440 — 30 4 
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base-rating  plan.  A description  of  how  a producer  member  of 
Consolidated  Dairies  was  paid  during  the  first  period  of  Federal 
market  supervision  as  given  in  appendix  A will  demonstrate  the 
various  computations  involved,  as  explained  to  members  in  the 
cooperative’s  publication. 

Under  equalization  it  is  possible  to  pay  all  producers  in  a milk- 
producing  area  on  a uniform  basis.  This,  if  susceptible  of  enforce- 
ment, would  be  an  important  stabilizing  influence  in  any  milk  market. 
Equalization  cannot  be  applied  to  a market  unless  the  distributors 
participating  pay  for  their  milk  supply  according  to  use.  In  the 
Boston  market  the  larger  distributors  had  been  paying  for  milk  on 
some  sort  of  a use  basis  for  many  years,  but  their  combined  sales  had 
not  been  equalized  among  all  the  producers.  As  a consequence  some 
producers  supplying  milk  to  a distributor  having  a high  utilization 
in  class  I would  receive  a relatively  high  blended  price,  whereas  other 
producers  supplying  milk  to  a distributor  having  a low  utilization  in 
class- 1,  w’ould  receive  a relatively  low  price.  It  was  such  a situation 
that  influenced  Consolidated  Dairies  to  adopt  equalization  of  sales 
among  the  producers  of  all  of  its  units.  However,  equalization  has 
its  greatest  stabilizing  influence,  of  course,  when  it  is  applied  uni- 
formly throughout  a market  area. 

The  principle  of  equalization  is  easy  to  understand.  An  indi- 
vidual distributor  is  applying  the  principle  of  equalization  when  he 
pays  each  of  his  producers  according  to  his  total  utilization  of  all 
milk  purchased.  If  his  class  I milk  sales  amount  to  80  percent  and 
class  II  sales  20  percent  he  does  not  pay  80  percent  of  his  producers 
a class  I price,  assuming  their  production  is  the  same,  and  the  re- 
maining ones  producing  20  percent  a class  II  price,  but  he  pays  each 
producer  a price  per  unit  computed  on  the  basis  of  paying  80  percent 
of  the  class  I price  and  20  percent  of  the  class  II  price. 

In  applying  the  principle  of  equalization  to  an  entire  market,  how- 
ever, difficulties  begin,  although  in  theory  it  should  be  a simple 
matter.  Much  of  the  difficulty  comes  from  an  inability  of  some 
jiarticipants  to  understand  the  plan  and  from  an  unwillingness  on 
the  part  of  the  others  to  forego  some  advantage  formerly  enjoyed. 
It  is  necessary  for  the  participants  in  any  market  equalization  plan 
to  be  good  ccwiierators— not  only  the  producers,  but  the  distributors 
as  well.  This  failure  on  the  part  of  some  to  cooperate  is  the  real 
weakness  of  the  plan. 

The  application  of  the  equalization  plan  to  the  entire  market  in- 
volves merely  the  pooling  of  all  the  milk  purchased  by  all  the  dis- 
tributors and  computing  of  the  blended  price  to  be  paid  on  the  basis 
of  the  use  made  of  all  the  milk  purchased  by  all  such  distributors. 
All  producers  are  then  paid  this  blended  or  average  price. 

For  example,  assume  that  the  market  price  for  class  I milk  is 
$2.50  per  hundredweight  and  for  class  II  it  is  $1.50  per  hundred- 
weight, and  the  respective  utilization  in  a market  for  four  distribu- 
tors, A,  B,  C,  and  D is  50,  60,  70,  and  80  percent  in  class  I,  or 
a market  average  of  65-percent  utilization  in  class  I.  The  composite 
price  for  the  market  would  then  be: 


65  percentX$2.50  equals $1,625 

35  percentX$1.50  equals ,525 


$2,150 
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This  market  price  of  $2.15  per  hundredweight  is  that  \yhich  all 
distributors  are  supposed  to  pay  each  producer.  As  distributor  A 
had  a utilization  of  50  percent  class  I,  at  $2.50  per  hundredweight 
and  50  percent  class  II  at  $1.50  per  hundredweight,  or  an  average 
of  $2  per  hundredweight,  his  payment  to  producers  of  $2.15  per 
hundredweight  would  result  in  a loss  of  15  cents  per  hundredweight. 
Distributor  D,  however,  whose  utilization  was  divided  80  percent  and 
20  percent  between  the  two  classes,  would  have  a utilization  price 
of  $2.30  per  hundredweight,  and,  since  he  is  to  pay  producers  only 
$2.15  per  hundredweight,  he  must  pay  into  the  equalization  fund 
15  cents  per  hundredweight  which  is  used  to  reimburse  distributor 
A.  As  is  apparent,  all  distributors  under  , the  plan  have  the  same 
purchase  cost  and  all  producers  receive  the  same  base  price  per 

The  same  procedure,  although  in  actual  practice  far  more  complex, 
is  applied  in  the  Boston  market  with  exceptions  as  stated  hereto- 
fore. The  process  of  equalization  is  now  carried  on  through  the 
supervision  of  the  Federal  Market  Administrator,  who  gathers  and 
disseminates  all  information  necessary  to  make  it  function. 

The  Boston  license  was  amended  as  provided  for  under  an  “order” 
from  the  Secretary  of  Agriculture,  effective  February  9,  1936.  The 
order  calls  for  an  increase  in  the  minimum  price  of  milk,  for  equali- 
zation, and  for  a uniform  rating  plan.  The  provisions  and  require- 
ments of  the  order  are  practically  the  same  as  the  previous  marketing 
agreement.  Previous  to  the  order  each  producer  association  paid 
its  producers  under  any  plan  it  saw  fit  to  use,  but  since  this  order 
became  effective  the  participating  cooperative  associations  have 
agreed  to  use  one  method  of  paying  producers  throughout  the  market 
and  that  is  to  be  the  base  rating  plan  entirely  supervised  by 
the  Market  Administrator.  The  use  of  equalization  was  to  con- 
tinue as  before.  The  method  used  by  the  Market  Administrator 
to  arrive  at  the  price  to  be  paid  producers  for  milk  delivered  during 
the  period  February  9 to  15,  1936,  inclusive,  is  described  in  ap- 
pendix B.  , , . • • 

As  has  been  stated,  the  success  of  any  type  of  market  supervision 
hinges  largely  on  whether  producers  and  distributors  abide  by  the 
rules.  In  the  Boston  Milk  Administrator’s  Keview  for  June  1935 


appears  the  following  comment : 

These  examples  (of  nonconipliance)  typif.v  the  difficult  situation  now  pre- 
vailing in  the  market  as  the  result  of  the  inability  of  the  Agricultural  Adjust- 
ment Administration  to  obtain  effective  enforcement  of  the  terms  of  the 
License  in  the  courts  in  this  district.  In  order  to  continue  to  maintain  the 
License  and  the  prices  established  thereby  in  this  market,  it  is  essential  that 
all  producers  and  producer-agencies  selling  to  distributors  in  this  market 
demand  and  insist  that  the  distributors  to  whom  their  milk  is  sold,  shall 
strictly  comply  with  the  tenns  of  the  license  in  all  resi>ects. 

It  is  inevitable  that  unless  all  distributors  in  the  market  comply  with  the 
terms  of  the  License,  the  prices  established  under  the  License  cannot  be  main- 
tained, and  that  all  producers  whose  milk  is  sold  in  the  Boston  market  will 
have  to  take  substantially  lower  prices.  It  is  up  to  the  producers  themselves 
to  determine  whether  the  benefits  which  they  have  received  from  this  License 

” without  equalization,  producers  supplying  distributor  A would  receive  a 
price  per  hundredweight  of  milk  of  $2  and  producers  supplying  distributor  D would  revive 
a composite  price  of  $2.30  per  hundredweight  of  milk.  Such  a situation  is 

obviously  dangerous  to  market  stability,  for  produrers  such  as  those  selling  distribute^ 
are  looking  for  an  opportunity  to  sell  their  milk  for  something 

hundredweight  and  distributors  in  distributor  D’s  situation  are  looking  for  milk  at  a 
flower  price. 
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justify  their  iusisteuce  that  the  dealers  to  whom  they  sell  shall  conform 
thereto. 

Then  follows  a list  of  17  dealers  who  have  (1)  not  made  reports^ 
(2)  not  made  equalization  payments,  and  (3)  not  made  deduction 
payments  to  the  Administrator  as  required  under  the  terms  of  the 
license. 

4 he  Boston  Market  Administrator’s  Review  contained  an  article 
in  the  October  1935  number  which  frankly  discusses  some  of  the 
problems  confronting  this  official.  While  some  of  his  difficulties^ 
may  be  peculiar  to  Boston,  in  general  the  article  could  be  applied 
to  many  other  markets.  The  Commission  believes  that  this  article 
is  valuable  to  all  those  interested  in  problems  of  controlling  milk 
distribution.  It  follows,  in  full: 

Tkmpobabilt  HiGHm  Prices  May  Resixt  in  INentual  Loss  to  Pboducebs 

It  has  been  reported  to  the  Administrator's  office  that  a Boston  Milk  Dis- 
trilmtor,  who  is  not  complyiii}?  with  the  terms  of  the  Federal  License,  recently 
sent  a letter  to  his  producers  which  read  as  follows : 

“For  the  last  several  months  as  usual  we  have  paid  our  farmers  more  for 
their  milk  than  the  Federal  Control  Administrator  has  told  us  to  pay,  and 
likewise  more  than  our  competitors  have  paid  their  farmers.  We  expect  to 
continue  to  pay  our  farmers  more  than  our  competitors  pay. 

“Competition  would  like  to  have  you  believe  that  we  are  cutting  the 
price  in  the  city  but  we  are  not — that  is  merely  one  of  their  excuses  for 
lowering  the  price. 

“We  opposed  the  drop  in  price  because  we  did  not  want  the  price  to  be 
reduced  and  we  hope  the  price  will  be  advancetl  soon.” 

Obviously  the  purpose  of  such  a letter  is  to  induce  farmers  to  believe  that 
the  distril)utor  is  acting  in  the  farmers’  interest  and  attempting  to  obtain  for 
the  producers  a higher  price  for  their  milk.  If  the  distributor  were  complying^ 
fully  with  the  terms  of  tlie  Federal  License,  and  still  paying  a higher  price 
than  his  competitors  to  producers,  this  would  be  true. 

However,  di.stributors  in  the  Boston  Market  w'bo  are  not  complying  with  the 
Feileral  License,  w'ith  respect  to  whose  business  we  have  sufficient  information 
to  form  a judgment,  are  witliout  exception  obtaining  their  milk  at  less  than 
the  prices  specified  in  the  Licen.se  even  though  the  net  returns  to  their  fanners 
may  be  higher  than  that  of  complying  dealers.  If  such  dealers  were  not  ob- 
taining their  milk  at  le.ss  than  the  established  prices,  there  would  be  no  finan- 
cial advantage  to  them  in  refusing  to  comply  with  the  License.  Furthermore,, 
the  ability  of  distributors  not  complying  witli  tl>e  License  to  obtain  milk  from 
producers  at  less  than  the  prices  established  in  the  License,  is  tending,  as 
described  below%  to  reduce  the  net  returns  to  all  farmers,  Including  tlie  pro- 
ducers selling  to  such  dealers. 

Higher  price  hut  lower  cost. — The  milk-marketing  problem  in  New  England 
will  not  be  solved  until  farmers  understand  bow  it  is  possible  for  a distrib- 
utor to  pay  a higher  composite  price  for  milk  than  his  competitor  in  the 
country,  and  yet  have  a lower  cost  of  fluid  milk  in  the  city.  Such  a circum- 
stance is  entirely  possible  and  even  probable,  whtmever  the  price  for  fluid  milk 
is  substantially  higher  than  the  value  of  milk  for  manufacture  into  cream. 

A few  simple  examples  will  illustrate  the  situation.  For  the  purpose  of 
these  examples,  we  will  simply  use  the  Class  I and  Class  II  prices  and  the  com- 
posite price  plan.  The  base  rating  plan  does  not  change  the  net  amount  of 
money  to  all  producers,  but  simply  makies  the  distribution  between  farmers 
somewhat  different. 

Let  us  assume  that  the  net  Class  I price  in  the  191-200-mile  zone,  after 
deiluction  of  freight,  station  and  other  charges  is  .'!;2.25  per  hundredweight 
that  the  Class  II  price  Is  ,$1,  and  tliat  50  percent  of  the  milk  is  being  sold  as 
fluid  milk  and  50  percent  is  being  manufactured  into  cream.  These  prices  and 
percentages  are  very  close  to  those  actually  existing  in  the  market  at  the 
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jiresent  time.  In  this  example  the  return  per  hundredweight  to  producers 
by  a distributor  participating  in  the  market  pool  will  be  as  follows : 


50  lbs.  as  Class  I milk  at  $2.25 $1. 12 

50  lbs.  as  Class  II  milk  at  $1 . 50 

Compo.site  price  iier  hundredweight $1.  62 


< While  of  course  the  iiarticular  percentage  applicable  to  the  distributor  wbo 

wrote  the  above  letter  is  not  known  we  do,  nevertlieless,  know  from  reports 
I made  for  several  mouths  by  some  of  the  distributors  not  now  complying  with 

the  License  and  from  statements  publicly  made  by  other  distributors  not  com- 
plying with  the  License,  that  such  distributors  frequently  do  adjust  their  pur- 
chases of  milk  from  producers  so  that  they  are  able  to  sell  at  least  90  percent 
of  their  actual  purchases  as  fluid  milk  in  the  city.  Tliis  adjustment  of  pur- 
chases is  sometimes  accomplislied  by  dropping  some  of  the  producers  at  the 
beginning  of  the  flush  season  in  the  Spring  and  then  buying  from  additional 
producers  as  production  dec-lines  during  the  Fall  and  Winter.  In  some  cases 
such  distributors  do  not  de])end  entirely  upon  the  milk  from  tlieir  own  pro- 
ducers, l)ut  purchase  some  milk  from  other  distributors  or  cooiterative  organizji- 
tions  during  the  short  season. 

“Holding  the  umbrella.” — I’robably  it  does  not  need  to  lie  pointed  out  that 
if  this  practic-e  of  adjusting  purchases  to  Class  I sales  without  participation 
in  the  equalization  pool  were  followed  by  all  distributors,  there  would  be  many 
producers  with  no  fluid-milk  market  most  of  the  year.  During  the  past  suin- 
mer  in  the  Bo.ston  milkshe<l,  there  has  been  more  than  twice  as  much  insiiected 
milk  as  there  have  been  sales  of  whole  milk  in  the  city.  If  all  dealers  limited 
their  purcliases  to  their  fluid-milk  needs  and  did  not  participate  in  any  equal- 
ization pool,  there  would  have  been  such  a .scramble  among  farmers  to  get  into 
the  favored  half  with  a fluid-milk  outlet  that  no  dealer  would  have  had  to  pay 
much  more  than  tlie  Class  II  price  for  his  milk.  Thus,  this  practice  can  be  fol- 
lowed by  a part  of  the  distributors  only  if  the  remainder  of  the  market  is 
willing  to  handle  most  of  the  excess  milk  and  maintain  a favorable  Class  I 
jirice.  From  this  situation,  there  has  developed'  the  commonly-heard  expres- 
sion that  “the  rest  of  the  market  is  holding  the  umbrella.” 

If  a distributor  who  is  not  complying  with  the  License  is  selling  90  percent 
of  his  purchases  from  his  producers  as  fluid  milk,  let  us  see  lunv  much  he 
would  be  able  to  pay  to  his  pro«lucers  without  having  his  milk  cost  him  any 
more  tlian  a distributor  complying  with  the  License.  His  composite  price  per 
1 hundredweight  would  be  figured  as  follows: 


00  lbs.  as  Class  I milk  at  $2.25 |1>.  02 

10  lbs.  as  Class  II  milk  at  $1.00 . 10 

Comiiosite  juice  jier  hundredweight $2. 12 


It  will  be  seen  that  with  the  present  prices  and  proportion  of  Clas.s  II  milk 
in  the  market  as  a whole,  such  a distributor’s  Class  I milki  in  the  city  would 
not  cost  him  any  more  than  that  of  comj)lying  distributors  even  if  he  paid 
50^  j)er  hundredweight  more  to  his  j)r<Kluc-ers.  If  he  paid  them  154  I>er  hun- 
dreilweight  more  than  his  comjietitors  who  are  comjilying  with  the  License,  he 
would  be  able  to  make  to  the  farmers  such  a statement  as  is  contained  in  the 
first  jiaragraph  of  the  letter  quoted  above.  Such  a distributor  would  have  an 
advantage  of  354  per  hundredweight  over  his  competitors  in  his  cost  of  fluid 
milk  in  the  city. 

This  35^  advantage  the  distributor  may  deal  with  in  either  of  two  ways. 
He  may  jrass  it  on  to  the  consumer,  thereby  tending  to  lower  the  level  of 
prices  in  the  market,  or  he  may  retain  the  354  as  an  additional  margin 
of  i)rofit.  While  the  distributor  sending  the  letter  printed  above  states  that  he 
is  not  cutting  the  price,  there  are  many  non-complying  distrilmtors  wlio  are 
making  this  use  of  their  advantage  in  buying.  Regardless  of  the  use  made  of 
this  price  advantage  in  buying,  other  distributors  object  vigorously  against 
paying  any  more  for  their  Class  I milk  than  their  competitors  who  do  not  com- 
ply with  the  market  plan,  and  demand  corresponding  price  redu<  tions. 

If  a distributor  who  is  selling  90  jierc-ent  of  his  purcha.ses  as  Class  I is  really 
sincere  in  wanting  to  obtain  for  his  producers  the  highest  possible  price,  and 
for  his  part  is  willing  to  j>ay  for  his  fluid  milk  the  going  price  in  the  market, 
his  net  return  to  his  producers  will  be  50<i  per  hundredweiglit  higher  than  his 
comjietitors. 
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In  practice,  very  few  if  any  distributors  buying  in  this  way  pay  sufficieutljr 
more  to  their  producers  so  that  their  cost  of  Class  I milk  is  equal  to  the 
established  price  in  the  market.  If  the  amount  of  milk  purchased  in  this 
way  increases,  m(»re  Class  I sales  of  milk  are  removed  from  the  market  pool 
and  net  returns  to  producers  selling  to  complying  dealers  are  lowered.  Thiis 
the  producer  selling  to  complying  dealers  gets  a lower  composite  price,  and  yet 
the  cost  of  milk  to  his  dealer  is  higher  than  that  of  comi>etitors. 

Unless  sufficient  control  is  established  in  the  market  to  require  all  dealers 
to  account  for  their  milk  at  the  established  prices,  there  is  only  one  cure  for 
the  situation.  That  cure  is  to  remove  from  the  picture  the  element  which 
makes  sxich  practices  protitable,  or,  in  other  words,  to  drop  the  Class  I price 
nearer  to  the  level  of  the  Class  II  price.  This  remedy  injures  all  producers 
severely.  It  should  be  unnec*essary  to  go  through  such  an  experience  again 
in  the  Boston  milkshed,  but  in  the  absence  of  enforceable  control  by  either 
producers  or  governmental  agencies,  the  market  is  drifting  toward  this  undesir- 
able and  only  temi)orary  solution  of  the  problem. 

Effect  of  a price  drop, — It  will  be  noted  from  the  distributor’s  letter  quoteil 
above  that  this  distributor  opposed  a drop  in  price  last  July.  It  is  very 
much  to  the  advantage  of  such  a distributor  to  oppose  a reduction  in  the  Class  I 
price.  Before  the  reduction  on  July  16,  the  net  Class  I price  in  the 
mile  zone  was  $2.83  per  hundreilweight,  while  the  Class  II  price  was  ai>proxi- 
inately  $1.00.  At  that  time  the  above  example  would  have  worked  out  as 


follows : 1 

CompJpbig  Distrihvtor 

60  lbs.  as  Class  I milk  at  $2.83 $1.  41 

50  lbs.  as  Class  II  milk  at  1.00 . oO 

Composite  price  per  hundredweight $1.  91 

Non-Complping  Distrityutor 

90  lbs.  of  Class  I milk  at  $2.83 ; $2.  55  i 

10  lbs.  of  Class  II  milk  at  $1.00 . 10 

Composite  price  (per  hundredweight) $2.65 


It  will  be  seen  that  before  the  price  reduction,  the  non-complying  distribu- 
tor had  an  advantage  of  IM  l>cr  hundredweight  if  he  paid  his  producers  the 
average  price  in  the  market.  As  the  Class  I price  drops,  the  advantage  of  not 
complying  with  the  License  is  les.sene«l.  Some  advantage  remains  until  the 
Class  I price  is  reduced  approximately  to  the  level  of  the  Class  II  price. 

It  will  be  seen  from  these  examples  that  even  if  a distributor  pays  to  his 
producers  a price  somewhat  in  excess  of  that  paid  by  complying  distributors, 
such  producers  are  actually  receiving  a lower  composite  price  than  all  producers 
would  receive  if  the  Class  I price  were  per  quart  higher. 

Conclusion, — When  producers  receive  letters  similar  to  the  one  herein  quoted, 
they  may  well  keep  in  mind  that  it  is  very  much  to  the  advantage  of  a non- 
c*omplying  distributor  to  have  the  rest  of  the  market  maintain  a high  Class  I 
price,  that  such  a distributor’s  actual  cost  of  fluid  milk  is  likely  to  be  much 
less  than  the  established  market  price  even  if  he  pays  them  a small  premium, 
and  that  their  price  with  the  premiuyn  added  is  likely  to  he  less  than  all  the 
producers  might  otherwise  he  receiving. 

The  problem  of  controlling  any  large  milk  market  is  apt  to  be  very  difficult 
until  all  the  producers  realize  that  the  acceptance  of  a slightly  higher  price 
for  their  milk  from  distributors  wdio  are  not  observing  the  established  rules 
in  the  market  is  likely  to  result  eventually  in  a lower  price  to  them  as  well 
as  to  all  other  producers  in  the  milkshed. 

SECTION  6.  THE  BALTIMORE  MILKSHED 

The  Baltimore  milkshed  comprises  six  counties  in  the  State  of 
Maryland  and  two  in  Pennsylvania.  Both  Philadelphia  and  Wash- 
ington draw  upon  territory  adjoining  and  interlocking  with  the  Bal- 
timore shed  for  their  supplies. 
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111  the  whole  State  of  ^Maryland  cash  milk  income  accounts  for 
about  30  percent  of  cash  farm  income.  Cash  milk  income  in  1929 
was  $21,281,000  and  declined  34  percent  to  $14,045,000  in  1932  and 
declined  38.3  percent  from  1929  to  $13,125,000  in  1933.  Milk  income 
in  1934  was  $15,655,000  or  19.3  percent  above  1933.  Cash  farm  in- 
come in  1929  was  $86,025,000  and  declined  52.1  percent  to  $41,166,000 
in  1932.  Farm  income  was  $45,127,1XK)  in  1933  and  $53,752,000  in 
1934,  9.6  percent  and  30.6  percent,  respectively,  above  1932  income. 
Nineteen  hundred  and  thirty-four  cash  milk  income  was  26.4  percent 
lielow  1929  and  cash  farm  income  was  37.5  jiercent  below  1929.  As  is 
true  for  each  of  the  areas  covered  in  this  report,  during  the  6-year 
period  1929-34,  farm  income  was  lowest  in  1932  and  milk  income  Iqw- 
cst  in  1933. 

The  increase  of  19.3  percent  in  cash  milk  income  in  the  State  of 
Maryland  during  1934  is  accounted  for  by  a 20.4-percent  in- 
crea.se  in  the  prices  received  by  producei-s  for  their  milk.  The  aver- 
ag:c  price  per  hnndredweight  of  milk  and  milk  equivalent  sold  was 
$2.11  in  1933  and  $2.54  in  1934.®®  The  increase  in  cash  farm  income 
is  also  due  to  increased  prices  for  farm  products,  assuming  price 
changes  in  Mai-yland  were  similar  to  those  for  the  United  States. 

Estimated  milk  production  declined  3.2  percent,  from  783  million 
pounds  in  1929  to  758  million  pounds,  in  1934.  Production  j^er 
cow  in  Maryland  declined  each  year  (except  in  1931),  being  4,550 
pounds  in  1930  and  4,120  pounds  in  1934.  Production  per  cow  in 
the  Baltimore  area  was  5,392  jamnds  in  1930  and  5,083  in  1931.  The 
cost  of  grain  and  concentrates  fed  to  cows  increased  during  1933 
and  1934,  which  suggests  a reason  for  the  decline  in  production  per 
cow.  Maryland  cows  derive  about  36  percent  of  their  feed  from 
pastures. 

Sales  through  the  Maryland  State  Dairymen’s  Association  in 
1931  were  $6,814,321.41  and  estimated  to  be  97  percent  of  all  sales 
in  Baltimore.*®  It  is  also  estimated  that  the  association  liandles 
about  75  percent  of  fluid  sales  at  the  pre.sent  time.  Sales  of  fluid 
milk  and  cream  through  the  association  declined  each  year  from  23,- 
806,461  gallons  in  1930  to  20,015,430  gallons  in  1933,  a decline  of  16 
percent  for  the  period.  Fluid  sales  in  1934  were  10  percent  higher 
than  in  1933,  and  1935  sales  were  20,648,817  gallons,  13.3  j^ercent  be- 
low 1930.  Total  sales  remained  fairly  level  between  1930  and  1932; 
class  III  sales  increased  as  fluid  sales  decreased.  Then  in  19.33,  class 
III  sales  and  total  sales  both  declined.  The  1934  fluid  and  total  sales 
were  higher  than  in  1933  and  1935.  Between  1930  and  1935,  class 
III  .sales  declined  0.2  percent  and  all  sales  declined  11.3  percent. 

Sales  by  the  Maryland  State  Dairymen’s  As.sociation  were  $8,- 
453,979  in  1930,  decreasing  each  year  to  $4,474,314  in  1933,  a decline 
of  47.1  percent  for  the  4-year  period.  The  1934  sales  of  $5,226,587 
were  16.8  percent  higher  than  1933,  while  1935  sales  were  $5,408,621 
or  36  percent  below  1930. 

About  48  i^ercent  of  the  milk  moving  into  Baltimore  was  hauled  by 
truck  directly  from  farms  in  1930  and  1931  and  about  6 percent  by 


* Prices  per  100  pounds  for  milk  sold  at  wholesale,  retailed  by  producers,  butterfat 
sold,  and  farm  butter  sold,  Division  of  Crop  and  Livestock  Estimates,  U.  S.  Department 
of  Agriculture. 

® Now  the  Maryland  Cooperative  Milk  Producers,  Inc. 

^ National  Cooperative  Milk  Producers’  Association,  Historical  Series,  no.  2,  July  1, 1932. 
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railroad.  Approximately  46  percent  came  in  from  country  receiv- 
ing; stations,  most  of  it  by  tank  truck. 

There  were  26,4-1  farms  in  the  Baltimore  area  in  1935,  only  1.7 
percent  more  than  in  1930.  Farms  fully  owned  by  operators  in- 
creased 1 percent;  about  73  percent  of  the  farms  are  wholly  owned 
by  their  operators.  All  land  in  farms  showed  a small  increase,  but 
pasturage"  decreased.  Values  of  farms  in  total  and  averages  per 
farm  and  per  acre  declined  over  30  percent  between  1930  and  1935. 
CoAv  population  in  the  area  increased  from  116,426  in  1930  to  125,- 
813  in  1935,  about  8 percent.  The  counties  nearest  to  the  market 
showed  the  largest  increases. 

The  Baltimore  sales  area  as  defined  by  the  Agricultural  Adjust- 
ment Administration  (license  no.  6,  Sept.  29,  1933)  includes  the  city 
of  Baltimore  and  adjoining  territory  almost  equal  in  size  to  the 
production  area.  The  population  of  metropolitan  Baltimore  in  1930 
was  949.247.^^ 

Baltimore  has  had  a dairy  council  siiuje  1920,  but  it  was  not  until 
1925  that  it  became  affiliated  with  the  Xational  Dairv  Council.  The 
expenses  of  the  council  are  shared  equally  by  the  association  and  by 
the  distributors.  The  council  has  played  an  active  jiart  in  selling 
the  consumer  on  the  value  of  milk  as  a food  and  in  emphasizing  the 
high  quality  of  Baltimore's  milk  supply.  According  to  a report  of 
the  dairy  council  for  the  year  ending  December  31,  1933 : 

In  1929,  our  annual  industrial  pay  roll  in  Baltimore  city  was  $9t5.384.3lK> ; 
in  1932  it  was  estimated  at  $63,090,009  or  a loss  of  about  34  pereent.  In  1929, 
our  eonsumption  of  class  I milk  in  Baltimore  city  was  17,731.800  gallons ; in 
1932  it  was  IG.lkH.OOO  gallons  or  a loss  of  about  8 percent.  At  the  very  bottom 
of  the  depression  ou"  loss  in  milk  consumption  was  less  than  one-fourth  as 
great  as  tlie  loss  in  the  community  income.  In  the  last  half  of  1933,  our  con- 
sumption again  climbed  to  a parity  with  the  Teyear  average  for  this  city. 

Baltimore’s  milk  snpjily  comes  largely  from  producer  members  of 
the  Maryland  Cooperative  Milk  Producers,  Inc.,  and  appi'oximately 
55  pei'cent  of  its  sales  to  consumers  is  distributed  by  the  Fairfield 
"Western  Maryland  Dairy,  a subsidiary  of  National  Dairy  Products 
Corporation,  and  11  percent  by  the  next  largest  distributor.  Clover- 
land  Dairy.  There  are  21  regular  milk  distributors  in  Baltimore, 
1 pasteurizing  producer-distributor,  and  3 raw-milk  producer- 
distributors.  Ten  dairies  have  30  sulidealers;  one  has  8,  another  5, 
and  17  are  .scattered  among  the  other  8 distributors. 

Sales  of  fluid  milk  in  the  Baltimore  area  are  approximately  56,000 
gallons  a day,  and  it  is  estimated  that  98i/^  percent  of  this  is  pas- 
teurized and  D/2  percent  raw  milk. 

The  history  of  the  Baltimore  milk  market  is  one  of  peace  and 
quiet  as  compared  with  most  of  the  metropolitan  markets  of  the 
country.  Several  reasons  may  be  given  for  this.  The  cooperative 
has  such  a dominating  position  in  the  shed  which  it  has  carefully 
maintained  by  shrewd  management  that  the  price  and  surplus  prob- 
lems have  been  kept  to  a minimum.  Secondly,  there  are  compara- 
tively few  distributors  in  Baltimore,  and  the  business  opportunities 
for  new  ones  are  not  particularly  attractive.  The  importance  of 
maintaining  proper  relationships  between  class  and  blended  prices 
is  fully  recognized  in  this  market.  The  success  obtained  by  the 
cooperative  suggests  that  its  operations  could  be  studied  to  advantage 


^ U.  S.  Census,  Bureau  of  the  Census,  U.  S.  Department  of  Commerce. 
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by  other  milk  cooperatives.  This  is  not  to  be  construed  as  meaning 
that  the  problem  of  distributor  relations  can  be  overlooked.  If  there 
are  many  distributors  in  a market  the  problems  faced  by  a coopera- 
tive are  greatly  multiplied  but  distributor  cooperation  with  the  pro- 
ducer organization  does  much  to  make  the  work  of  the  latter  easier. 
( iSanitani  requirements. — The  Baltimore  Health  Department,  it  is 

said,  has  been  successful  in  raising  the  sanitary  standards  among 
milk  producers  in  the  Baltimore  shed.  In  1930  tests  for  1 month 
showed  about  600,000  bacteria  per  cubic  centimeter  for  unpasteurized 
I*  milk.  In  1935  the  average  bacteria  count  per  cubic  centimeter  of 

^ incoming  milk  was  70,000  and  the  average  bacteria  count  per  cubic 

centimeter  of  milk  delivereil  to  the  consumer  was  ajiproximately 
900.  Of  particular  interest  is  the  fact  that  the  emphasis  is  placed 
primarily  on  proper  handling  of  milk  on  the  farm  and  not  on 
requiring  each  producer  to  buy  expensive  equipment. 

On  July  22,  1932,  the  following  provision  of  an  ordinance  became 
effective : 

Dairy  Farm  Permits  and  Dairy  Plant  Permits  to  ship  milk  and  milk  products 
to  tliis  city  will  be  issued  onl.v  for  those  farms  and  plants  that  are  located 
within  the  inspection  area  of  Baltimore  and  at  a distance  not  greater  than 
50  miles  from  this  city. 

This  provision  effectively  closed  the  market  to  outside  milk  and 
cream  as  long  as  a local  supply  was  available.  In  this  connection 
a statement  made  by  the  secretary  of  the  Maryland  Cooperative 
Milk  Producers,  Inc.,  in  his  annual  report  of  January  26,  1935,  is 
interesting : 

Dtie  to  the  high  quality  of  our  prcxluct  we  were  able  to  market  3.148..574 
gallons  of  milk  in  the  form  of  cream  to  local  ice-cream  manufacturers  during 
the  past  year.  Through  the  cooperation  of  the  health  department  the  u.se  of 
cream  produced  in  other  areas,  not  under  tlieir  direct  siqiervision,  is  ju’ohibited 
at  all  times  when  this  market  has  an  ample  supply.  This  protection  to  our 
market  is  very  imiK)rtant,  and  especially  so  during  tlie  past  year  when  most 
eastern  markets  were  glutted  with  western  cream,  selling  at  times  at  a very 
low  level. 

In  1935,  however,  the  commissioner  of  health  was  enjoined  from 
prohibiting  the  sale  of  outside  cream,  if  produced  under  comparable 
regulations. 


SECITON  7.  THE  MARYLAND  COOPERATIVE  MILK  PRODUCERS,  INC. 

As  previously  stated,  the  IVrarvland  Cooperative  Milk  Producers, 
Inc.,*^  controls  the  bulk  of  all  milk  going  into  the  Baltimore  market. 
Its  dominant  position,  which  it  has  so  carefully  maintained,  has 
made  it  one  of  the  leading  milk  marketing  cooperatives  in  the 
country.  Reorganized  in  1918  as  a marketing  organization,  it  had 
a consistent  growth  in  membership  up  to  the  depression.  Its  ap- 
proximate membership  early  in  1936  was  3.375.  When  a new  pro- 
ducer’s contract  was  adopted  effective  June  1,  1935,  only  12  fewer 
signed  it  than  signed  under  the  old  contract.  Although  the  first 
contract  called  for  a signed  note  to  the  amount  of  $1  for  each  cow 
or  a minimum  amount  of  $15,  and  although  these  were  signed  by 


^ Previous  to  June  1,  1985,  this  organization  was  called  the  Maryland  State  Dairymen's 
Association.  The  change  was  made  to  comply  with  the  Maryland  Cooperative  Marketing 
Act  requiring  a cooperative  marketing  association  to  have  the  word  “cooperative”  in  its 
title. 
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the  producers,  none  has  ever  been  collected.  The  new  contract 
omits  this  provision  entirely.  There  ai’e  comparatively  few  pro- 
ducers in  the  Baltimore  milkshed  who  are  not  members  of  the 
ns.sociation. 

liefore  1930  the  association  is  reported  to  have  had  under  its 
control  practically  100  percent  of  the  j)roducers  in  the  Baltimore 
area.  In  1932  the  asssociation  membership  sto(xl  at  3,674  while 
bv  xVpril  1935  this  number  had  dropped  to  3,385.  The  provisions 
of  the  Federal  Milk  Market  Ag:reement  and  License,  it  is  claimed, 
disturbed  conditions  in  the  Baltimore  milkshed,  increased  the  activi- 
ties of  flat-j)rice  buyers  not  dealino;  with  the  association,  and  ahso 
encourajred  old  members  to  drop  away  from  the  association  and  new 
producers  to  enter  the  market. 

The  association  ne<;otiates  with  distributors  as  to  the  price  to  be 
paid  for  milk.  AVhen  no  decision  can  l*e  reached  an  arbitrator  is 
chosen  by  mutual  agreement  and  his  decision  is  accepted  as  final.  It 
is  interesting  to  know  that  in  1919  an  attempt  was  made  to  use  “cost 
of  production”  as  a basis  for  setting  the  i)rice  of  milk.  The  method, 
however,  was  found  to  be  impractical. 

Another  significant  action  was  taken  by  a joint  committee  of  dealers 
and  association  representatives  when  they  recommended  in  1919,  that 
milk  should  be  bought  by  distributors  on  a butterfat  basis  and  that 
the  standai’d  test  should  be  4 percent  with  a butterfat  differential  to 
be  paid  for  each  one-tenth  percent  above  or  below  the  standard.  In 
addition  all  testing  was  to  be  done  by  an  independent  hiboratory 
supj)orted  jointly  by  producers  and  distributors.  The  association 
also  has  its  own  laboratory  for  check-testing  purposes.  The  inde- 
I>endent  laboratory  has  been  instrumental  in  i-emoving  one  source  of 
ill-will  between  producer  and  distributor,  namely  disputes  over  but- 
terfat content. 

For  the  purpo.se  of  meeting  operating  expenses  a brokerage  charge 
of  one-tenth  of  a cent  |)er  gallon  was  made  beginning  in  1918,  on  all 
milk  shipped  by  members.  As  this  was  found  to  be  insufficient  the 
brokerage  charge  was  increased  to  one-fifth  of  a cent  per  gallon  on 
May  1, 1920.  Another  increase  to  1 cent  per  gallon  in  February  1921, 
was  prompted  by  the  fact  that  the  association  held  itself  responsible 
for  all  unplaced  milk,  and  the  additional  charge  was  to  cover  such 
contingencies.  In  October  1921,  the  brokerage  deduction  on  all  milk 
going  through  country  receiving  stsitions  was  reduced  to  one-half 
cent  per  gallon,  but  the  1-cent  deduction  on  milk  shipped  direct  into 
Baltimore  was  retained.  These  deductions  were  still  in  effect  at  the 
time  of  the  Commission’s  inquiry.  It  was  claimed  that  the  higher 
deduction  for  direct-shipped  milk:  was  due  to  the  fact  that  it  caused 
the  association  more  work  than  did  the  milk  delivered  to  country 
receiving  stations. 

In  1921  the  association  built  a manufacturing  plant  to  take  care 
of  any  milk  that  it  could  not  place  with  the  distributors.  The  dis- 
tributors, according  to  officials  of  the  cooperative,  then  came  to  the 
conclusion  they  could  and  would  handle  all  the  unplaced  milk,  offer- 


The  efficacy  of  this  small  plant  as  a deterrent  upon  distributors  is  open  to  question. 
It  is  believed  that  the  general  market  peace  that  has  prevailed  in  Baltimore  is  too 
valuable  to  be  destroyed  thoughtlessly,  and  this  together  with  the  opportunity  for  profits 
in  handling  the  surplus  for  the  cooperative  are  more  impelling  reasons  for  continuing 
the  present  arrangements. 
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I ing  the  association  a better  price  than  they  could  have  obtained  if 
they  had  processed  the  milk.  Although  the  plant  has  never  been 

iused  except  for  storage  purposes,  the  association  states  that  it  has 
been  a continual  reminder  to  the  distributoi-s  that  the  association  can 
take  care  of  all  the  milk  of  its  producei's.^® 

I The  association  has  a reseiwe  fund  which  is  accumulated  for  pro- 

Itective  purposes,  as  for  example,  to  jiay  producer  members  during 
times  of  trouble  with  distributors  or  even,  if  ever  deemed  necessary, 
for  buying  or  building  facilities  for  handling  milk.  In  1931  the 
fund  had  reached  a total  of  approximately  $900,(K)0.  This  is  a 6-year 

(revolving  fund,  and  in  1927  payment  was  begun  to  each  producer 
who  had  an  equity  in  the  reserve  fund  of  1921.  On’ October  1,  1935, 
the  association  paid  $108,308.68  to  members  in  the  form  of  refund 
ehecks.  This  sum  represents  the  unexpended  income  that  was  placed 
in  the  reserve  fund  for  the  fiscal  j’ear  1928-29. 

Both  the  basis  on  which  producers  are  paid  and  the  method  of 
handling  surplus  milk  in  the  Baltimore  shed  are  of  unusual  interest. 
The  association  is  a pioneer  in  the  use  of  the  base  and  .surplus  plan, 
for  it  first  used  this  s.ystem  of  pa.yment  in  1918.  There  has  bc'en  no 
hesitancy  in  adapting  the  plan  to  the  needs  of  the  market.  It  has 
been  used  as  a means  of  assuring  adequate  production  of  milk 
throughout  the  year  and  for  placing  the  responsibility  of  produc- 
ing excess  milk  on  the  farmer  who  produced  it. 

An  unusual  feature  of  the  Maryland  Cooperative  Milk  Producei-s 
f operations  is  its  method  of  controlling  all  the  surplus  milk  produced 

I by  members.  Milk  distributors  buy  their  requirements  and  the  bal- 

ance is  retained  by  the  cooperative.  If  a distributor  should  overesti- 
mate his  needs,  he  can  return  the  excess.  As  much  as  possible  of  the 
surplus  is  processed  at  country  stations,  and  freight  to  Baltimore  is 
thereby  reduced.  Such  surplus  as  reaches  the  city  is  processed  there, 
at  a plant  of  one  of  the  distributors. 

The  following  discussion  gives  additional  details  of  the  method 
by  which  the  surjjlus  milk  of  the  Maryland  Cooperative  Milk  Pro- 
j ducers,  Inc.,  is  handled. 

' Under  an  agreement  entered  into  by  the  Maryland  Cooperative 

Milk  Producers  Association,  Inc.,  with  the  Baltimore  distributors, 
, all  cla.ss  III  or  surplus  milk  belongs  to  the  association  and  is  proc- 

l essed  by  the  dealers  for  the  account  of  the  association.  During  1935 

dealers  operating  country  stations  were  allowed  3i/^  cents  per  gallon 
I on  all  milk  received  at  country  stations.  This  3^  cents  was  to 
cover  the  country  station  operating  cost,  including  processing  cost, 
and  freight,  or  hauling,  costs  from  country  stations  to  city  plants.  In 
calculating  the  net  earnings  of  dealers  processing:  milk  for  the  ac- 
count of  the  association,  as  derived  from  this  allowance  of  31/2  cents 
per  gallon,  four  elements  enter  into  the  calculation;  (1)  Country 
station  receiving  expense;  (2)  country  station  processing  expense; 
(3)  freight  and  hauling;  and  (4)  sales  of  the  skim  milk  (in  vai'ious 
forms)  received  from  the  processing  of  association  milk,  the  distribu- 
tor retaining  the  skim  milk  from  milk  processed. 

The  portion  of  the  Fairfield  Western  Maryland  Dairy  Co.’s  1935 
net  earnings  before  providing  for  Federal  income  taxes  that  were 
derived  from  its  milk  business  was  equivalent  to  16  percent  of  the 
total  capital  employed  in  its  milk  business,  exclusive  of  appreciation. 
Approximately  20  percent  of  those  earnings  resulted  from  this  ar- 
rangement for  handling  milk  as  agent  for  the  Maryland  Cooperative 
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Milk  Producers,  Inc.  This  company  processes  most  of  the  associa- 
tion's  surplus  milk. 

The  arrangement  between  the  cooperative  association  and  the  dis- 
tributors for  handling  the  surplus  milk  in  Baltimore  is  regarded  as 
a highly  statisfactory  business  arrangement  by  the  officials  of  the  co- 
operative and  also  by  officials  of  the  large  company  which  does  prac- 
ticall}'^  all  of  the  processing  of  this  siu’plus  for  the  account  of  the 
cooperative.  While  the  cooperative  is  willing  to  permit  any  dis- 
tributor in  Baltimore  to  share  in  the  handling  of  the  surplus  milky 
as  a practical  matter  only  one  company,  the  Fairfield  Western  Mary- 
land Dairy  Co.,  does  most  of  the  processing.  In  the  past  and,  per- 
haps, occasional!^'  at  present,  a few  of  the  other  companies  have 
processed  milk  for  the  association,  but  the  quant  it  v is  insignificant 
compared  with  that  done  by  Fairfield.  This  distributor,  processing 
milk  for  the  account  of  the  cooperative,  is  paid  a flat  price  for  this 
service  of  3i^  cents  a gallon.  As  substantially  all  of  the  surplus  is 
processed  into  40-percent  cream,  there  are  substantial  quantities  of 
skim  milk  remaining  from  the  process  and  this  skim  milk  is  retained 
by  the  processing  company  as  a part  of  its  compensation. 

There  is  no  dispute  that  this  is  a profitable  business  for  the  dis- 
tributor. There  are  certain  compensations  to  the  members  of  the 
cooperative,  however,  from  this  arrangement  which  though  they 
cannot  be  measured  accurately  in  dollars  are,  nevertheless,  imjiortant. 
The  secretary-treasurer  of  the  Maryland  Cooperative  Milk  Pro- 
ducers Association  testified  before  the  Agricultural  Adjustment 
Administration  officials  in  Baltimore  in  December  of  1933  that  the 
association  saved  the  difference  between  the  freight  on  fluid  milk 
from  country  to  city  and  the  freight  on  the  cream.  At  that  time  only 
two  distributors  in  Baltimore  were  processing  milk  for  the  account 
of  the  cooi^erative.  The  charge  for  this  service  paid  to  the  processing 
di.stributor  at  that  time  was  4 cents  a gallon;  it  has  since  been  re- 
duced to  3^/2  cents  i:>er  gallon,  as  previously  stated. 

The  cream  derived  frfun  the  processing  ju.st  mentioned  is  all  sold 
for  the  account  of  the  cooperative.  As  most  of  the  processing  occurs 
at  country  receiving  stations,  15  out  of  IG  of  which  are  owned  by 
the  Fairfield  Western  Maryland  Dairy  Co.,  shipments  naturally  are 
made  from  those  points.  After  the  association  makes  a sale  of 
cream,  it  orders  the  shipment  to  be  made  from  any  processing  point 
it  may  select.  Should  the  distributor  have  an  inquiry  for  cream, 
it  ma}'^  make  the  sale  only  with  the  approval  of  the  coo|)erative 
association  which  gives  the  necessary  orders  for  the  consummation 
of  the  transaction.  The  settlements  between  the  manufacturing 
distributor  and  the  cooperative  are  made  each  month. 

Rehates  on  cream  manufactw'ing. — During  the  period  from  Sep- 
tember 1,  1927,  to  July  1,  1929,  Baltimore  distributors  operating 
country  stations  were  allowed  a deduction  of  5 cents  per  gallon  for 
hauling  and  country-station  sei'vices  on  all  milk  received  at  their 
country  .stations.  From  July  1,  1929,  to  October  1933,  a deduction 
of  4I/2  cents  per  gallon  w’as  allowed.  The  association,  realizing  that 
this  deduction  of  41/G  cents  per  gallon  was  excessive  for  the  services 
rendered,  particularly  when  much  of  the  milk  was  not  ship|)ed,  bub 
was  manufactured  into  cream,  insisted  on  a refund.  This  was  set  at 
$2.50  per  can  on  all  cream  shipped  to  other  points  than  Baltimore, 
and  $2.10  per  can  on  cream  hauled  to  Baltimore,  thereby  allowing 
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the  dealer  40  cents  per  can  hauling  charge  on  cream  hauled  into  the 
eity.^^  From  October  1933  to  August  1934,  the  dealer  w'as  allowed 
to  deduct  4 cents  per  gallon,  and  during  the  same  period  the  associa- 
tion received  a refund  from  the  dealer  of  $2  per  can  on  cream  not 
hauled  into  Baltimore  and  $1.G0  jx?r  can  on  cream  hauled  into  Balti- 
more. In  August  1934,  under  the  second  marketing  license  of  the 
United  States  Departmeiit  of  Agriculture,  the  receiving  station 
allowance  was  set  at  31/2  cents  per  gallon  with  no  refund  to  the 
association. 

An  official  of  the  Maryland  Milk  Producers,  Inc.,  stated  that  this 
refund  of  $2.50  or  $2.10  per  can  of  cream  prior  to  October  1933  and 
the  $2  and  $1.60  per  can  of  cream  from  October  1933  to  August  1934 
did  not  stay  in  the  funds  of  the  association,  but  was  returned  to  the 
producer  through  adjustments  of  the  prices  of  surplus  milk.  Efforts 
were  made  by  the  association  to  get  the  Agricultural  Adjustment 
Administration  to  stipulate  a refund  on  cream  such  as  Avas  previously 
obtained,  but  to  no  avail.  After  the  Federal  license  in  Baltimore 
Avas  abandoned,  officials  of  the  cooperative  endeavored  to  obtain  re- 
funds from  the  distributors,  but  up  to  the  time  of  the  inquiry  had 
not  been  successful. 

Criticii^ms  haA'e  been  made  of  the  arrangement  between  the  co- 
operative and  the  distributors  for  processing  surplus  milk,  but  it  is 
believed  that  much  of  this  criticism  is  unwarranted.  It  should  be 
kept  in  mind  that  the  cooperative  has  the  duty  of  disposing  of  all 
the  milk  deliv'ered  to  it  by  its  members  and  that  the  periods  of  heavy 
surplus  are  apt  to  coincide  Avitli  surplus  periods  in  other  milksheds. 
Cream  prices  are  highly  competitive  and  the  association  must  sell  its 
cream  in  the  competitive  market.  This  condition  is  true  of  Balti- 
more despite  the  restrictions  Avhich  the  Health  Department  of  Balti- 
more at  one  time  placed  on  the  use  of  cream  from  outside  a giA’en 
area  surrounding  the  citv  of  Baltimore.*® 

At  present  the  a.ssociation  is  using  a dual-payment  plan  involving 
the  base-and-surplus  plan  and  a flat-price  plan.  Distributors  pay 
the  association  for  all  milk  used  as  class  I and  class  II  sales  or  all 
milk  needed  for  fluid  milk  and  cream  purposes  on  a flat-price  basis 
of  23  cents  per  gallon  of  4-percent  butterfat  milk.  The  association 
in  turn  instructs  the  distributors  to  pay  each  producer  on  the  basis 
of  the  base-and-surplus  plan. 

The  returns  to  the  producer  is  a composite  price  made  up  of  the 
class  I and  class  II  prices  set  by  the  association  and  the  price  receiA'ed 
for  the  surplus  milk. 

The  price  of  23  cents  per  gallon  paid  by  the  distributors  was 
arrived  at  by  negotiation  between  representatives  of  the  association 
and  the  distributors.  It  is  claimed  by  officials  of  the  association  that 
Avere  it  not  for  the  activity  in  Baltimore  of  flat-price  buyers  not  buy- 

«The  distributors  do  not  pay  the  freight  on  cream  shipped  for  the  account  of  the 
dissociation.  On  cream  shipped  or  hauled  a distance  of  over  60  miles,  either  the  associa- 
tion or  the  buyer  pays  the  freight.  All  sales  of  cream,  when  made  by  the  dealer  are 
approved  by  the  association  before  shipment  as  to  terms,  etc,,  and  the  question  of  freight 
Is  always  part  of  the  tenns  of  the  sale. 

"The  association,  up  to  1985,  handled  substantially  all  the  surplus  milk  in  the 
Baltimore  area.  However,  in  1935,  noncooperating  dealers  buying  on  a flat-price  basis 
did  handle  some  surplus  milk  in  order  to  assure  themselves  of  a milk  supdIv  throughout 
the  year.  ® 
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in"  from  the  association  the  23  cents  per  gallon  price  could  be 
increased.'*® 

According  to  the  report  of  the  secretarv-treasiirer  submitted  at  the 
annual  meeting  of  the  association  on  January  25,  1936,  the  weighted 
average  price  paid  producer  members  of  the  association  for  the  year 
1935  was  21.78  cents  per  gallon,  f.  o.  b.  city  plants.  This  was  more 
than  1Y2  cents  per  gallon  greater  than  the  price  paid  in  1934.  The 
following  tabulation,  taken  from  this  report,  shows  the  quantities 
of  milk  produced,  its  utilization,  value,  and  weighted  average  prices 
per  gallon  paid  membei*s  for  each  year  1930  to  1935,  inclusive: 


Year 

Production, 

gallons 

Class  I and  II 
sales  (fluid  milk 
and  fluid  cream 
sales),  gallons 

Class  111  sales 
(manufacturing 
purposes) , gallons 

! 

Total  value  of  4- 
percent  milk 
f.  0.  b.  city 

Weighted  aver- 
age price  4-per- 
cent milk  f.  0.  b. 
city  in  cents  per 
gallon 

1930 

27.995,481 

23, 806, 461 

4.189.020 

$8,453, 978. 91 

30.20 

1931 

27, 554. 826 

22, 495, 306 

5, 059, 520 

6, 814,321. 41 

24.73 

1932 

27, 666,  691 

21,001,747 

6,664,944 

5,591, 944.70 

20.  21 

1933 

24,  772, 100 

20,015,430 

4,  756. 670 

4, 474, 313.  72 

18.06 

1934 

25, 958, 197 

22. 029,  553 

3,928,644 

5,  226, 586. 91 

20. 13 

1935 

24,831,255 

20,648,817 

4, 182, 438 

5. 408, 621. 32 

21.78 

Source:  Maryland  Coonerative  Milk  Producers,  Inc.,  First  Annual  Report,  Jan.  25,  1936. 


Attention  is  directed  to  the  trends  shown  in  the  above  tabulation,, 
especially  for  those  on  production  and  class  I and  class  II  sales. 
The  high  weighted  average  pi'ice  of  30.20  cents  per  gallon  paid  pro- 
ducers in  1930  is  also  worth  noting,  as  is  the  drop  to  24.73  cents  in 
1931  and  to  20.21  cents  in  1932.  By  1933  the  price  was  down  to' 
18.06  cents  per  gallon,  or  more  than  12  cents  less  than  in  1930- 
This  decline  of  more  than  3 cents  per  quart  suggests  why  producers 
complain  about  low  income  from  milk  production.*’ 

SECTION  8.  MILK  SETTLEMENT  PLANS  IN  THE  BALTIMORE  MARKET 


The  base  and  surplus  plan  as  already  .stated  has  been  used  by  the- 
Maryland  Cooperative  ISIilk  Producers,  Inc.,*®  since  1918.  The  plan 
was  designed  primarily  to  level  out  production.  This  was  first  done 
by  offering  a higher  price  for  milk  used  for  fluid  purposes  as  com- 
pared with  milk  used  for  fluid  cream  or  manufacturing  purposes. 
Each  producer  was  given  a certain  quota  of  total  fluid  sales  and 
any  milk  he  produced  in  excess  of  that  quantity  was  paid  for  at  a 
lower  price.  This  is  usually  referred  to  as  paying  for  milk  on  a use- 
or  classification  basis.  From  September  1, 1918,  to  September  1, 1932, 
the  producers  were  paid  on  a two-class  basis',  viz,  class  I and  sur- 
plus. After  the  latter  date  there  were  three  classes,  and  each  pro- 


**  It  is  also  alleged  that  flat-price  buyers  with  a high  class  I utilization  are  paying  non- 
association  producers  from  19  to  20 Vj  cents  per  gallon  of  4 percent  butterfat  milk,  and' 
that  in  June  1985  they  were  paying  15  to  16  cents  per  gallon  of  4 percent  butterfat  milk. 

Retail  prices  in  Baltimore  were  14  cents  per  quart  throughout  1980  and  until  April 
of  1981,  when  it  dropped  to  12  cents  per  quart.  The  next  price  drop  occurred  in  May 
of  1982  to  11  cents  per  quart,  at  which  level  it  remained  until  May  1988.  when  it  dropped 
to  10  cents  per  quart.  This  10-cent  price  was  in  effect  for  5 months  when  it  was  raised 
to  11  cents.  In  1985  the  price  was  again  raised  1 cent  per  quart,  and  the  12-cent  price 
has  been  in  effect  ever  since.  These  prices  are  thos<i  commonly  charged  for  1 quart  of 
milk  on  retail  routes. 

^ Previous  to  June  1,  1935,  the  Cooperative  was  known  as  the  Maryiami  ^ate  Dairy- 
men's Association,  Inc. 
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ducer  wa.s  allocated  definite  quantities  for  class  I and  for  class  II 
, and  any  excess  was  paid  for  on  a class  III  or  surplus  basis. 

I The  first  base  period  used  to  determine  each  producer’s  basic  quota 

was  the  low  period  of  production  in  the  year  1918,  namely,  the 
average  of  the  months,  September,  October,  November,  and  Decem- 
ber. The  average  production  per  producer  for  these  4 mouths  deter- 

I mined  the  quantity  of  base  milk  for  which  he  would  receiv'e  the 
class  I price  during  the  following  9 months  of  1919.  Any  exces-s 
over  a producer’s  quota  received  the  lower  excess,  or  surplus,  price. 
The  differential  established  between  class  I and  surplus  milk  was 

I’  5 cents  per  gallon  at  first.  The  base  period  for  1920  was  the  average 
of  only  3 months,  Octolier,  November,  and  December  1919. 

The  following  quotation  from  a history  of  the  association  reveals 
the  effectivene.ss  of  the  base  and  surplus  plan  in  leveling  production : 

This  program  had  a marked  effect  on  seasonal  production.  It  leveled  pro- 
[ auction  throughout  the  year  to  the  extent  that,  where  some  65%  of  the  total 

year’s  supply  liad  been  produced  in  the  six  months  of  .spring  and  summer, 
as  against  only  35%  in  the  fall  and  winter  months,  hy  1922  the  six-montli 
periods  contained  practically  no  variation.  In  fact,  study  of  the  production 
figures  reveals  that  l)y  1923  the  highest  average  monthly  production  of  the 
year  was  occurring  in  tlie  liase  (fall)  months,  May  and  June  only  excepted."’ 

The  original  plan  as  put  into  operation  contained  the  elements 
which  led  to  marked  modifications.  The  incentive  to  the  producer 
to  e.stablish  a high  base  for  himself  by  inci'ea.sing  fall  production 
stimulated  jiroduction  during  the  ba.se  j^riod  to  such  an  extent  that 
the  i)lan  had  to  be  modified  more  sjiecificall}’.  In  August  1923,  the 
price  of  base  milk  and  the  prices  of  milk  to  consumers  were  both 
increased.  The  re.sult  was  that  the  Baltimore  market  was  flooded 
with  milk  in  the  base  months  of  October,  November,  and  December 
of  that  year.  In  order  to  correct  this  situation  the  association  de- 
cided that  beginning  January  1,  1924,  all  members’  bases  should  be 
their  average  production  for'  the  base  months  of  1922,  with  adjust- 
ments made  for  new  shippers.  At  the  same  time  an  agreement  was 
reached  with  distributors  that  they  would  report  their  monthly 
purchases  and  sales  to  an  arbitrator,®®  Producers  were  assured  that 
j as  soon  as  expedient,  payments  to  them  would  be  resumed  on  the 
basis  of  their  1923  base  averages. 

The  possibilities  of  the  base  and  surplus  plan  as  a means  of  influ- 
encing production  was  further  demon.strated  by  the  producer’s  reac- 
tion to  the  change  in  basics.  As  the  1922  averages  were  considerably 
below  the  1923  averages,  production  decreased  rapidly.  By  May  1, 
1923,  it  was  possible  to  assign  the  1923  averages  and  to  resume  pay- 
ments on  that  basis. 

The  restoration  of  the  1923  averages  resulted  in  an  immediate 
increase  of  production,  for  in  June  1924,  there  was  a 40.5  jiercent 
excess  of  production  over  fluid  milk  sales.  By  September  1,  1924.  it 
was  necessary  for  the  association  again  to  put  into  effect  the  1922 
averages  which  remained  effective  until  the  end  of  1924. 

The  response  of  the  producer  to  the  base  and  surplus  plan  was  not 
surprising,  for  any  increase  he  could  make  in  his  basic  quota  during 
the  base  period  meant  increased  returns  as  long  as  the  base  price 
remained  the  same.  In  other  words,  the  price  of  milk  to  the  producer 
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could  be  manipulated  by  changing  the  base  quotas  just  as  effectively 
as  if  the  price  itself  had  been  changed. 

The  experience  with  the  base  and  surplus  plan  in  1924  demon- 
strated to  the  association  the  importance  of  the  adoption  by  it  of  a 
definite  marketing-  and  production-control  policy.  The  plan  decided 
upon  for  1925,  therefore,  was  that  each  producer  was  to  receive  a 
basic  quota  equal  to  his  average  production  during  the  months  of 
October,  November,  and  December  of  1921,  1922,  and  1923.  Ihe 
total  average  base  quotas  of  all  producers  for  the  3 years  plus  ad- 
justed averages  for  new  shippers  equalled  approximately  100  percent 
of  the  fluid  sales  of  distributors  at  the  beginning  of  1925.  The 
policy  of  keeping  total  base  quotas  in  line  with  total  fluid  sales  has 
been  continued  to  the  present  time.  Adjustments  upward  have  not 
only  been  made  in  keeping  the  total  basic  quantity  in  line  with 
increased  sales  by  the  distributors  to  their  customers,  but  adjustments 
have  also  been  made  downward  w'hen  fluid  sales  by  distributors  de- 
creased. An  important  feature  of  these  adjustments  has  been  that 
any  producer  who  did  not  maintain  his  basic  average  during  the 
current  base  period  has  been  subsequently  credited  with  a base  equal 
only  to  his  average  reduced  production  during  the  current  base 
Iienod.  Increases  in  basic  quantities,  when  found  necessary,  have 
been  given  to  those  producers  who  had  the  highest  percentage  of 
class  II  milk  in  the  last  base  period. 

Sales  were  declining  in  1931  and  a 5-percent  reduction  of  basics 
was  put  into  effect.  As  sales  continued  to  decline  another  reduction 
in  basics  of  5 percent  was  ordered  effective  June  1, 1932. 

An  increase  in  total  production  of  0.4  percent  in  1932  over 
the  previous  year  and  a decrease  of  about  9 percent  in  fluid  sales 
brought  about  a further  change  in  the  selling  plan  on  September  1, 
1932.  The  proportion  of  excess  milk  to  fluid  sales  was  becoming 
larger  with  a resulting  wider  spread  between  the  class  I price  and 
the  surplus  price  so  that  an  increasing  proportion  of  the  surplus 
milk  was  used  for  other  and  less  remunerative  purposes  than  fluid- 
cream  sales.  In  order  to  make  the  classes  of  milk  more  nearly  fit 
market  conditions,  three  classes  of  milk  were  established,  effective 
September  1,  1932.  The  class  II  milk  }>rice  thus  reflected  the  sale 
of  cream  for  fluid  purposes  and  the  pric(*.  of  class  III  milk  reflected 
the  price  of  cream  for  nonfluid  purpose.s.  The  class  II  allocations 
were  determined  on  the  basis  of  the  average  quantity  of  surplus  milk 
produced  during  1931.  This  plan  enabled  the  association  to  give 
those  of  its  members  having  small  basic  allotments  a larger  class  II 
quota.  Any  milk  produced  in  excess  of  classes  I and  II  was  dis- 
posed of  at  market  prices  for  manufacturing  purposes.  The  three- 
price  plan  has  proved  successful,  it  is  said,  because  it  is  more  in  line 
with  actual  market  conditions.®^ 

SI  The  following  quotation  from  the  annual  report  of  the  secretary  at  the  annual 
meeting.  Jan.  27,  1934.  discusses  the  association’s  payment  plan  in  general  and  the 
change  referred  to  above  in  particular,  as  follows : 

“The  matter  of  production  control  is  an  old  story  in  the  Baltimore  Milk  Shed.  For  the 
past  sixteen  years  it  has  been  advocated  by  the  officials  of  your  Association  as  the  means 
of  m'lintaining  an  orderly  market  and  in  obtaining  a tair  price  to  the  producer  of  agricul- 
tural products.  This  has  been  accomplished  through  the  use  of  the  Classified  Plan  of 
marketing.  It  is  with  considerable  pride  that  we  find  this  plan  adopted  in  practically 
every  major  fluid  milk  market  in  the  United  States  as  well  as  being  recognized  by  the 
experts  in  the  United  States  Department  of  Agriculture  as  being  the  most  feasible  plan 
in  accomplishing  the  desired  national  results. 

“The  advantages  of  such  a plan  is  found  in  its  flexibility,  thus  lending  itself  to 
certain  modiftcations  in  order  to  meet  local  or  sectional  conditions.  Another  advantage 
and  by  far  the  most  important,  is  that  it  actually  controls  producflon  wfthout  the 
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A Federal  marketing  agreement  and  license  became  effective  in.  the 
Baltimore  market  on  September  29,  1933.  It  provided  that  every 
class  I shipper  should  have  at  least  a base  quantity  equal  to  the 
percent  of  total  production  that  was  consumed  as  fluid  milk  in  the 
base  periods  of  1931  and  1932.  During  these  base  periods  the  market 
was  consuming  60  percent  of  the  milk  in  fluid  form.  Thus,  every 
producer  whose  basic  average  was  less  than  60  percent  of  his  average 
production  in  the  fall  of  1931-32  was  increased  to  60  }>ercent.  Ap- 
proximately 925  association  members  were  affected  by  the  change, 
and  their  total  increased  basics  approximated  80  percent  of  the 
average  daily  production  of  association  members.  Under  the  same 
provision  of  the  marketing  agreement  old  shippers  were  given  a 
class  II  allocation  equal  to  35  percent  of  their  respective  basic 
quotas.  Producers  were  paid  according  to  the  relation  of  total  base 
quantities  to  fluid  sales  and  total  class  II  allocations  to  class  II  sales. 
In  other  words,  if  fluid  sales  were  only  90  percent  of  the  total  base 
quantities  allotted  then  payment  was  made  on  the  basis  of  90  per- 
cent of  class  I.  The  same  principle  was  applied  to  class  II  allo- 
cations. 

The  marketing  agreement  also  provided  for  sales  equalization. 
When  a distributor  had  fluid  sales  above  the  market  average  he  paid 
into  the  association  adjustment  fund;  when  his  fluid  sales  were 
below  the  market  average  he  di'ew  from  the  adjustment  fund  an 
amount  equal  to  his  excess  payments  to  producers.  Sales  of  class 
II  and  class  III  milk  were  also  equalized.  In  this  way  all  dis- 
tributors paid  the  same  price  for  all  the  milk  they  used  in  each 
of  the  three  classes- 

Federal  supervision  in  the  Baltimore  market  ceased  after  a de- 
cision had  been  rendered  November  16,  1934,  by  the  United  States 
district  court  for  ^Maryland  in  the  noncompliance  case  of  Royal 
Farms  Dmry^  Inc.^  et  al  v.  Wallace,  Secretary  of  Agriculture,  et  al> 
(docket  2265),  to  the  effect  that,  first,  the  dairy  purchased  and  sold 
its  milk  whollv  within  the  State  of  Marvland  and  that  none  was 
mixed  with  other  milk  coming  from  or  going  to  other  States,  and 
was,  therefore,  subject  only  to  State  control,  and  second,  the  terms  of 
the  agreement  exceed  the  power  granted  the  Agricultural  Adjust- 
ment Administration  by  Congress. 

A paragraph  from  a speech  by  the  president  of  the  association®* 
will  perhaps  express  the  attitude  of  the  association  toward  Federal 
market  supervision  in  Baltimore : 

Regardless  of  the  act  which  a government  may  put  into  effect,  experience 
tells  us  that  our  industry  will  never  go  forward  without  an  agreement  among 

necessity  of  imposing  a processing  tax  on  the  product,  which  in  all  probability  would  be 
passed  on  to  the  already  overburdened  consumer  or  be  borne  by  the  producers  by  a 
reduction  in  the  prices  received  for  their  product. 

“An  examination  of  our  data  pertaining  to  total  production  of  milk  in  1933  compared 
with  1932  clearly  shows  how  the  three-price  plan  has  operated  to  advantage  in  our  milk- 
shed.  Every  producer  should  know  that  from  the  beginning,  the  purpose  of  the  plan  was 
to  control  the  production  of  milk  by  giving  each  shipper  his  fair  share  of  the  fluid  milk 
(Class  I)  and  fluid  cream  (Class  II)  market,  together  with  a fair  price  for  these 
allotments,  as  market  conditions  warranted. 

“The  result  of  this  plan  is  that  the  majority  of  producers  chose  to  produce  only  their 
share  of  the  fluid  market  and  not  to  produce  any  milk  that  would  go  into  manufacturing 
channels.  Consequently,  our  production  in  1933  w’as  2,894,591  gallons  less  than  in  1932. 
This  is  an  average  decrease  of  two  and  a (piarter  gallons  per  farm  per  day. 

“The  total  volume  of  milk  sold  in  the  form  of  cream  for  manufacturing  purposes  in 
1933  was  4,756,670  gallons  as  compared  with  6,664,944  gallons  in  1932;  a decrease  of 
1,908,275  gallons.” 

“ Seventeenth  annual  meeting  of  the  Maryland  State  Dairymen’s  Association.  Jan. 
26,  10^15,  p.  3. 
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ourselves.  This  was  clearly  clemonstrateil  last  August  following  the  issuance 
of  the  Federal  license  which  provided  for  a considerable  increase  in  price 
to  producers.  The  Government  at  that  time  depended  wholly  upon  enforcement 
for  the  successful  operation  of  the  license.  The  results  are  w'ell  nown  to  all  of 
us.  No  attempt  was  made  to  foster  an  agreement  of  the  industry  as  to  policies 
and  price  which,  in  my  mind,  is  the  reason  for  their  colossal  failure  in  the 
Baltimore  market.  Look  back  over  the  years  of  our  operations  and  you 
will  note  that  our  most  prosperous  years  were  those  in  which  the  dairy  in- 
dustry almost  unanimously  agreed  on  both  policies  and  prices.  Our  prices 
did  not  decline  until  individual  distributors  as  well  as  farmers  withdrew  from 
the  general  marketing  plan.  Our  future  prosperity  will  be  determined  by 
the  ability  of  the  various  factors  in  the  dairy  industry  to  cooperate  among 
themselves. 

The  milk-settlement  plan  now  in  effect  in  Baltimore  was  adopted 
after  the  termination  of  Federal  supervision  and  has  not  been 
changed  materially  since  that  time.®®  The  plan  is  different  from 
that  in  the  other  markets  studied  in  that  distributors  pay  for  all 
milk  needed  for  class  I and  II  sales  on  a flat-price  basis;  the  asso- 
ciation pays  its  producei*s  according  to  their  basic  ratings  and  in 
addition  disposes  of  all  the  surplus  milk  of  its  producers. 

For  all  the  milk  a cooperating  distributor  uses  in  his  business 
he  pays  23  cents  per  gallon  for  4-percent  butterfat  milk.  The  dis- 
tributor does  not  concern  himself  with  any  surplus  as  the  a.ssocia- 
tion  takes  responsibility  for  all  of  it,  as  will  be  hereinafter  dis- 
cussed. The  association  has  13  cooperating  distributors. 

Producers  are  paid  on  the  basis  of  three  classifications,  class  I, 
class  II,  and  class  III.  The  base  quantities  for  class  I and  class  II 
assigned  each  producer  have  been  built  up  over  a period  of  years  as 
discussed  above.  Milk  in  excess  of  class  I and  class  II  is  paid  for 
at  a surplus  price.  The  prices  received  by  producers  for  January 
1936  were  as  follows : 

Class  I.  $2.78  per  hundredweight  or  24  cents  per  gallon. 

Class  II,  $2.20  per  hundredweight  or  19  cents  per  gallon. 

Class  III,  $1.62  per  hundredweight.®® 

Each  producer  member  of  the  association  is  assigned  to  a distribu- 
tor who  is  buying  through  the  association.  The  distributor  is  given 
a list  showing  the  class  I and  class  II  basics  for  each  of  his  pro- 
ducers. About  the  23d  of  each  month  the  distributor  sends  a 
report  to  the  association  showing  the  total  production  of  all  his 
producers  up  to  that  date.  On  the  basis  of  that  infonnation  the 
association  notifies  the  distributor  what  percentage  of  the  class  I 
and  class  II  basics  is  to  be  paid  and  authorizes  the  distributor  what 
price  to  pay  for  each  class  of  milk.  The  following  letter  is  typical 
of  those  sent  distributors  by  the  cooperative  advising  them  as  to  the 
basis  on  which  they  are  to  pay  producers. 

J.VNXJAHY  27,  1936. 

Gentlemen:  Under  our  present  arrangements,  it  is  our  understanding  that 
you  are  required  to  account  to  this  As.sociation  on  the  basis  of  23<‘  per 
gallon  for  4-i>ercent  butterfat  milk  f.  o.  b.  Baltimore  for  all  the  milk  pro- 
duced by  its  members  and  sold  to  you.  As  y(»u  know  this  Association  prefers 
that  its  members  be  paid  on  a classified  basis,  and  it  would  appreciate  it  if 
you  would  act  as  its  agent  in  distributing  to  its  members  the  money  which 
you  are  required  by  the  said  plan  to  pay  to  this  Association.  This  Associa- 

<“The  cooperative  association  and  the  distributors  agreed  on  this  plan.  At  first  the 
agreement  was  written  ; now  it  is  oral, 

^ A butterfat  adjustment  is  made  when  milk  received  is  over  or  under  4-percent  butter- 
fat. 

“ This  price  varies  according:  to  market  conditions. 
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tion  has  heretofore  furnished  you  with  the  Class  I and  Class  II  allocations 
of  its  ineuibers  who  are  shipping  to  you  together  with  revisions  thereof  and 
as  further  revisions  are  hereafter  made  wdll  iiromptly  inform  you  of  those. 

Will  you  please,  therefore,  as  agent  of  this  Association  and  in  accordance 
with  such  allocations,  pay  its  members  for  January  shipments  at  $2.78  per 
100  pounds  of  Class  I,  $2.20  per  100  pounds  of  Class  II,  and  $1.62  per  100 
pounds  of  Class  III.  These  prices  for  4-percent  butterfat  milk,  f.  o.  b.  Balti- 
more, Maryland.  The  producers  are  to  be  paid  for  IX)  percent  of  Class  I and 
Class  II  allocations,  respectively.  Brokerage  defluctions  and  the  butterfat 
differentials  are  the  same  as  used  for  the  month  of  December. 

If  there  is  any  balance  left  in  your  hands  due  this  association  after  such 
payments  have  been  paid,  you  will,  ui>on  notice,  promptly  forward  check  to  us. 
If,  however,  payments  made  in  accordance  wdth  the  above  request  will  leave 
this  association  in  your  debt,  we  w'ill,  upon  notice  promptly  forward  check 
to  cover  same. 

Very  truly  yours, 

Maeyiand  Coopekativb  Milk  Froducf3S,  Inc. 

, Secretary. 

At  the  end  of  each  month  the  distributor  makes  up  a statement 
in  duplicate  for  each  producer  showing,  among  other  things,  the 
daily  production  for  the  month,  the  average  butterfat  test,  the 
adjusted  price  for  each  class  of  milk,  and  an  itemized  statement  of 
deductions,  such  as  for  advances  and  brokerage  or  dues  for  the 
cooperative.  One  copy  of  the  statement  goes  to  the  producer  with 
the  check  and  one  copy  is  retained  by  the  distributor.  Thus  the 
producer  knows  exactly  how  his  monthly  check  was  computed.  The 
commission  believes  that  other  cooperatives  would  do  well  to  adopt 
a forrn  of  statement  as  complete  as  that  used  by  the  Maryland  Co- 
operative Milk  Producers,  Inc. 

In  addition  to  the  statement  for  each  producer,  a summary  state- 
ment is  made  up  by  each  cooperative  distributor,  which  lists  the 
name  of  each  of  his  pi*oducers  with  the  class  I,  class  II,  and  class  III 
q^uantities  paid  for,  with  an  additional  column  showing  the  associa- 
tion brokerage  deductions, 

A cooperating  distributor  only  obligates  himself  to  pay  to  the 
association  23  cents  a gallon  for  milk  sold  as  follows : 

(a)  Fluid  milk  sales,  retail  and  wholesale, 

(&)  Fluid  cream. 

(c)  Whole  milk  sold  to  ice  cream  manufacturers. 

(d)  Milk  or  cream  used  for  chocolate  milk,  buttermilk,  cottage 
cliee.se,  and  to  cover  plant  loss. 

Any  quantity  in  excess  of  that  needed  for  the  foregoing  purposes 
is  considered  surplus  milk  and  is  disposed  of  by  the  association  as  has 
been  explained.  In  the  plan  in  effect  just  after  the  termination  of 
the  Federal  license,  a surplus  fund  committee,  made  up  of  producers 
and  distributors  administered  the  finances  involved  in  handling  sur- 
plus milk.  Under  the  present  plan  the  association  performs  this 
function  and  makes  all  the  adjustments  out  of  the  reserve  fund  of 
the  association. 

The  processing  distributor  who  pays  the  association  producers  more 
at  the  end  of  the  month  than  what  be  owes  the  association  for  the 
23-cent  milk  he  has  used,  plus  what  he  received  from  purchasers  of 
any  surplus  milk  he  may  have  separated  into  40-percent  cream,  will 
receive  an  adjustment  from  the  association.  Cooperating  distributors 
wh^e  authorized  payments  to  producers  amount  to  less  than  that 
which  they  owe  for  their  purchases  of  23-cent  milk  from  the  associa- 
tion pay  the  difference  to  the  association. 
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Cooperating  distributors  who  receive  more  milk  from  their  pro- 
ducers than  they  can  use  for  their  own  needs,  may  take  the  excess  to 
one  of  the  association’s  surplus  processors.®®  They  are  paid  23.  cents 
a gallon  for  such  milk  by  the  processing  distributor.  The  adjustment 
for  loss  on  this  payment  of  23  cents  per  gallon  for  milk  used  for  sur- 
plus milk  is  then  made  between  the  processing  distributor  and  the 
association. 

The  theory  underlying  the  payment  plan  outlined  above  is  that 
the  sum  of  the  class  I and  class  H payments  to  producers  will  equal 
the  receipts  from  distributors  on  fluid  milk  and  cream  sales  paid  for 
at  23  cents  a gallon.  For  January  1936,  for  example,  the  producer 
was  paid  24  cents  per  gallon  of  4-percent  milk,  f.  o.  b.  Baltimore,  for 
class  I,  and  for  class  II  milk  the  price  was  19  cents  per  gallon.  Con- 
sequently, the  above  theory  would  only  be  true  if  the  proportions  of 
class  I milk  paid  for  at  24  cents  and  class  II  milk  paid  for  at  19  cents 
were  such  as  to  result  in  a blended  price  of  23  cents.  The  only  knowl- 
edge of  distributors’  sales  the  association  had  was  the  total  of  class  I 
and  II  sales.  Such  a figure,  however,  gave  the  association  no  check 
on  whether  its  class  I and  II  basic  allocations  for  its  producers  were 
in  similar  relationship  to  each  other  as  distributors’  cla.ss  I and  class 
II  sales.  That  the  basic  allocations  were  not  always  in  line  with  class 
I and  II  sales  is  shown  by  the  fact  that  in  1935,  the  association  paid 
producers  about  $71,000  (called  loss  on  milk)  out  of  its  reserve  fund 
for  the  purpose  of  making  up  the  deficiency  in  receipts  on  milk  sold. 
Although  some  of  this  may  be  ascribed  to  a loss  on  surplus  milk,  the 
remainder  was  paid  out  because  more  milk  was  paid  for  at  class  I 
and  class  II  prices  than  was  warranted  by  market  demand.  This 
statement  is  substantiated  by  an  excerpt  from  the  secretary’s  report 
given  January  25,  1936,  at  the  association’s  annual  meeting,  as 
follows : 

It  was  realized  at  the  time  that  the  full  base  could  not  be  paid  for,  so  the 
policy  of  paying  the  percent  of  allocations  consumed  was  continued.  This  per- 
cent was  established  at  90  and  has  been  continued  ever  since.  However,  due 
to  a decided  drop  in  sales  of  milk  and  cream  to  welfare  agencies  and  an  unu- 
sually large  number  of  new  producers  making  a base  this  relationship  did  not 
hold.  Actually  our  present  sales  only  warrant  payment  for  approximately  85 
Iiercent  of  our  base  if  we  are  to  escape  the  trcanendous  losses  charged  to  our 
reserve  fund. 

The  association  has  followed  the  policy  of  keeping  the  price  paid 
the  producer  as  stable  as  possible  in  the  interest  of  the  producer. 
Even  if  market  conditions  would  seem  to  warrant  a higher  price,  the 
producer  might  be  paid  a somewhat  lower  price  for  his  surplus  milk 
and  if  market  conditions  warrant  a low-  price,  the  price  to  the  pro- 
ducer for  his  surplus  milk  is  set  somewhat  higher.  The  theory  be- 
hind this  plan  of  handling  settlements  with  producers  is  that  the 
lowering  of  the  surplus  price  tends  to  prevent  producers  from  in- 
creasing production  and  thus  creating  a surplus  which  might  become 
a burden  and  tend  to  disrupt  the  market. 

SECTION  9.  THE  CINCINNATI  MILKSHED 

The  Cincinnati  sales  area  receives  milk  and  cream  from  29  coun- 
ties in  Ohio,  Indiana,  and  Kentucky.  About  50  percent  comes  from 

“As  previously  stated  practically  all  this  processing  is  done  by  1 company. 
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producers  in  Ohio,  and  approximately  25  percent  from  Indiana  and 
Kentucky,  respectively.  Some  producers  are  as  far  as  100  miles 
from  the  market,  but  the  majority  are  within  a radius  of  50  miles 
from  Cincinnati. 

Milk  accounts  for  about  20  percent  of  cash  farm  income  in  Ohio, 
Indiana,  and  Kentuckv.  Cash  income  of  milk  in  these  three  States 
(not  in  the  Cincinnati  milkshed  only)  declined  almost  50  percent 
from  $168,765,000  in  1929  to  $85,147,000  in  1932  and  $84,718,000  in 
1933,  and  rose  to  $98,879,000  in  1934,®^  which  was  16.7  percent  above 
1933  and  16.1  percent  above  1932  milk  income.  Cash  farm  income 
declined  55  percent,  from  $815,171,000  in  1929  to  $365,305,000  in  1932, 
and  rose  to  $417,109,000  in  1933  and  $483,643,000  in  1934 ; 1934  farm 
income  was  14.2  percent  above  1933  and  32.4  percent  above  1932. 
In  1934  both  milk  and  farm  cash  income  was  about  40  percent  below 
1929.  For  the  6-year  iieriod,  1929-34,  farm  income  was  lowest  in 
1932  and  milk  income  lowest  in  1933;  farm  income  declined  faster 
than  milk  income. 

The  increase  in  milk  income  during  1934  may  be  attributed  to  in- 
creased milk  prices.  In  Indiana  and  Kentucky  prices  increased  more 
than  income.  In  Ohio  milk  income  increased  slightly  more  than 
prices  during  1934,  partly  because  production  was  slightly  larger 
than  in  1933.  During  1933  and  1934  farm  income  did  not  increase 
as  fast  as  farm  prices.  Thus,  income  was  larger  than  in  1932,  even 
though  production  of  farm  products  was  less  than  in  1932. 

Milk  production  in  Ohio,  Indiana,  and  Kentucky  was  estimated 
at  8,895  million  pounds  in  1929  and  8,796  million  pounds  in  1934,  a 
decline  of  only  1.1  percent.®^  JMilk  production  in  Ohio  and  Indiana 
in  1931,  1932,  and  1933  was  actually  larger  than  in  1929.  Produc- 
tion per  cow  increased  in  1931,  when  feed  prices  were  low,  and  de- 
creased in  1933  and  1934,  when  feed  prices  increa.sed.  The  propor- 
tion of  feed  in  a year  derived  from  pastures  is  40  percent  in  Ohio, 
42  percent  in  Indiana,  and  51  percent  in  Kentucky. 

The  milk  is  trucked  to  the  pasteurizing  plants,  located  either  within 
the  city  limits  or  near  the  city.  Country  receiving  stations  were 
used  until  truck  transportation  became  feasible.  The  hauling  charges 
are  about  35  cents  per  hundredweight  for  base  milk  and  17i/^  cents 
per  hundredweight  for  surplus  milk.  While  the  haulers  receive  their 
pay  from  the  distributors,  the  distributors  deduct  the  hauling  charges 
from  the  amount  due  the  producers. 

Prior  to  1929,  it  is  reported,  distributors  found  profitable  outlets 
for  manufactured  milk  products  and  expanded  their  sources  beyond 
their  fluid  milk  and  fluid  cream  requirements.  The  depression  af- 
fected prices  to  such  an  extent  that  returns  to  producers  were  sub- 
stantially reduced;  yet  they  needed  a market  for  their  milk. 

The  Cincinnati  sales  area  includes  not  only  the  city  itself,  but  the 
suburban  areas  on  both  sides  of  the  Ohio  River.  Distributors  in 
Cincinnati  have  routes  extending  a considerable  distance  from  the 
city.  As  appears  elsewhere  in  this  report,  the  Cincinnati  Sales 
Association,  Inc.,®®  and  the  milk  distributors  defined  the  “Cincinnati 
market  sales  area”  as  “All  cities,  towns,  and  suburban  areas  in  Ham- 


Estimated  by  the  Division  of  Crop  and  Livestock  Estimates,  Bureau  of  Agricultural 
Economics,  United  States  Department  of  Agriculture. 

**  See  sec.  13. 
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ilton  and  Butler  Counties,  except  Middletown  and  Oxford,  and  the 
town  of  Milford  in  Clermont  County,” 

The  Cincinnati  Sales  Association,  Inc.,  pooled  sales  of  32  distrib- 
utors in  December  1935.  These  distributors  reported  sales  of  8,372,- 
825  pounds  of  milk.  Sales  in  December  of  11  distributors  who  did 
not  participate  in  the  sales  association  p(X)l  were  estimated  at  over 
1,000,000  pounds,  and  those  of  French-Bauer,  a subsidiary  of  the 
Cooperative  Pure  Milk  Association,  which  also  does  not  participate 
in  the  pool,  at  4,350,000  pounds. 

There  are  about  15  producer-distributors  in  Cincinnati.  Most  of 
them  buy  a considerable  portion  of  the  milk  which  they  sell,  and 
all  pasteurize  and  bottle  their  milk.  In  addition  there  are  estimated 
to  about  50  producers  in  this  area  with  6 cows  or  less  each,  wdio 
distribute  milk.  The  total  quantity  of  milk  handled  by  all  pr(xlucer- 
distributors  in  the  Cincinnati  mai’ket  is  comparatively  small,  and 
their  sales  are  reported  to  have  no  appreciable  effect  on  the  market- 
price  structure. 

There  is  also  another  small  group  of  al)out  five  distributors  in  the 
Cincinnati  market  known  as  distributing^  brokers,  who  purchase  proc- 
essed and  bottled  milk  from  other  distributors  for  resale.  This  group 
accounts  for  only  about  1,700  pounds  of  ndlk  per  day. 

Milk  consumption  in  Cincinnati. — The  only  milk  consumption 
figures  available  are  those  gathered  by  the  Cincinnati  Depart ment 
of  Health.  They  cover  only  the  city  ot  Cincinnati  for  the  years  1930 
and  1934,  inclusive.  Using  a population  figure  of  460,000,  the  board 
of  health  estimated  the  daily  per-capita  consumption  for  1934  to 
have  been  0.75  of  a pint,  which  was  an  increase  of  O.OG  of  a pint 
over  1933. 

Attempts  to  increase  consumption  of  milk  are  sponsored  by  pro- 
ducers and  distributors  through  the  medium  of  the  Ohio  Valley 
Dairy  Council.  The  council  is  following  the  National  Daily  Coun- 
cil’s eight-point  educational  program  which  includes  the  following 
fields:  (1)  Public  health  and  medical  department,  (2)  schools,  (3) 
home  economics,  (4)  home  cooperation,  (5)  industrial  groups,  (6) 
social  service  and  relief,  (7)  work  with  the  dairy  industry,  and  (8) 
dental  program.  It  is  claimed  that  the  work  has  been  successful, 
particularly  in  increasing  the  consumption  of  milk  in  the  schools. 

Twelve  thousand  dollars  has  been  apjiropriated  for  a radio  and 
newspaper  advertising  campaign  in  1936  for  the  purpose  of  getting 
adults  to  use  more  milk.  The  products  to  be  advertised  in  this  cam- 
paign are  milk,  cream,  and  cottage  chease.  Butter  and  ice  cream  are 
not  stressed  in  this  campaign  because  the  manufacturers  of  those 
products  do  not  contribute  to  the  Ohio  Valley  Dairy  Council. 

The  Ohio  Valley  Dairy  Council  has  not  conducted  any  milk-con- 
sumption studies  in  Cincinnati.  In  the  opinion  of  the  manager  of 
the  council  an  increa.se  or  decrease  in  the  price  of  milk  to  the  con- 
sumer does  not  make  a great  deal  of  difference  in  the  consumption 
of  milk.  For  example,  he  pointed  out,  in  1923  milk  was  selling  at 
14  cents  per  quart.  Dealers  would  not  take  milk  from  the  Cooj>era- 
tive  Pure  Milk  Association,  and  the  association  was  swami)ed  with 
milk.  It  dropped  the  price  of  milk  to  11  cents  per  quart,  but  was 
unable  to  sell  any  more  at  that  price  than  at  14  cents.  In  1933  the 
price  of  milk  dropped  from  14  cents  to  as  low  as  6 cents,  but  sales,  it 
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is  claimed,  did  not  increase.  It  was  admitted,  however,  that  the 
changes  in  income  were  an  important  factor  in  consumption. 

Cincinnati  department  of  health. — The  work  of  dairy  inspection 
in  Cincinnati  and  the  producing  area  is  in  charge  of  the  chief  food 
inspector  of  the  Cincinnati  department  of  health.  There  are  em- 
ployed for  this  work,  1 supervisor,  1 sample  collector,  and  5 milk 
inspectors.  Each  of  these  5 milk  inspectors  has  about  2,000  pro- 
ducers to  inspect  yearly  which  enables  them  to  average  approximately 
one  inspection  per  farm  per  year. 

Each  producer  must  have  a permit  in  order  to  sell  milk  in  the 
Cincinnati  market.  In  order  to  get  this  permit  certain  sanitary  re- 
quirements must  be  met.  An  inspection  record  is  kept  for  each  pro- 
ducer on  which  is  recorded  the  inspector’s  scoring  and  any  recom- 
mendations he  may  have  made.  The  department,  it  is  reported,  does 
not  hesitate  to  cut  off  any  producer  who  does  not  meet  the  sanitary 
requirements.  Producers  have  come  to  know  this,  so  that  little  dif- 
ficulty is  experienced  in  obtaining  compliance.  The  health  depart- 
ment has  to  fight  its  own  battles,  l^ecause  the  cooperative  associations 
and  most  of  the  distributors  make  little  effort  to  do  anything.  Ac- 
cording to  informants,  cooperatives  are  inactive  in  this  regard,  be- 
cause they  do  not  want  to  offend  their  members,  and  distributors 
are  inactive  because  meeting  sanitary  requirements  involves  a money 
outlay  for  the  producer  and  a consequent  demand  for  higher  re- 
turns on  fluid  milk.  It  is  claimed  that  the  United  States  standard 
ordinance  for  milk  inspection  is  followed  in  practically  every  re- 
spect. The  health  department  is  bringing  its  producers  up  to  this 
standard  as  rapidly  as  possible. 

In  addition  to  field  work  with  the  producers,  the  milk  inspectors 
must  inspect  55  pasteurizing  plants.  Twenty-six  of  these  are  out- 
side the  city  limits  but  all  are  within  a radius  of  20  miles  from  Cin- 
cinnati. There  are  also  70  ice-cream  plants  and  15  butter-making 
plants  under  the  health  department’s  jurisdiction. 

No  raw  milk  is  permitted  to  be  sold  in  Cincinnati.  This  has  been 
true  for  7 years.  The  ice-cream  ordinance  requii'es  that  milk  for 
ice-cream  use  must  meet  the  same  standards  as  for  fluid-milk  pur- 
po.ses.  This  differs  from  the  practice  in  many  communities  where 
uninspected  cream  may  be  used  for  making  ice  cream.  Cincinnati 
was  one  of  the  first  cities,  also,  to  condemn  inferior  cream  intended 
for  use  in  butter.  This  work  is  carried  on  in  cooperation  with  the 
Food  and  Drug  Administration  of  the  United  States  Department  of 
Agriculture.®® 


SECTION  10.  THE  COOPERATI\’ES  IN  THE  CINCINNATI  MILKSHED 

Introduction, — The  early  history  of  milk  distribution  in  Cincin- 
nati is  reported  to  have  been  one  of  conflict  between  producers  and 
distributors.  The  milk  producers  of  that  area  finally  felt  forced  to 


“An  indication  of  the  effectiveness  of  the  sanitary  inspection  may  be  gained  from  the 
department  of  health  record  of  baby  deaths  from  gastroenteritis,  a disease  often  caused  by 
high  bacteria  content  in  milk.  In  1911  there  were  272  deaths  from  the  disease  or  72.3 
per  100.000  population.  In  that  year  the  average  bacteria  content  of  milk  was  46o.000 
per  cubic  centimeter.  In  1915,  the  year  pasteurization  in  Cincinnati  began,  there  were 
175  deaths  from  gastroenteritis,  or  44.3  per  100,000  population,  the  bacteria  content  being 
290,000  per  cubic  centimeter  in  that  year.  In  19.*b>,  the  bacteria  count  per  cubic  centi- 
meter was  13,000  and  only  05  deaths  from  gastroenteritis,  or  approximately  14  per  100,000 
of  population. 


62  mSTBIBUTlON  AND  SALE  OF  MILK  AND  MILK  PRODUCTS 

organize,  because  of  the  methods  used  by  distributors  in  dealing  with 
individual  producers.  In  1917  a rather  loosely  organized  cooperative 
was  formed  known  as  the  Queen  City  Milk  Producers  Association. 
The  activities  of  this  group  improved  conditions  somewhat,  but 
distributors  continued  to  use  many  of  the  tactics  concerning  which 
there  had  been  so  much  complaint.  In  1921  the  Tri-State  Milk  Pro- 
ducers Association  was  formed  and  it  absorbed  the  Queen  City 
Association.®® 

Distributor  opposition  to  the  cooperative  idea  appears  to  have  con- 
tinued and  possibly  in  an  intensified  fonn.  In  any  event,  the  pro- 
ducers finally  concluded  that  the  only  way  to  assure  themselyes  of  an 
outlet  for  their  milk  was  to  engage  in  the  business  of  distributing 
milk  dii’ectly  to  consumers.  With  that  end  in  yiew  they  obtained 
a milk  plant  in  Covington,  Ky.  On  January  1,  1924,  it  began  also 
to  operate  the  plants  and  distributing  business  of  Frencli-Bauer, 
the  largest  milk  distributing  company  in  Cincinnati,  which  it  had 
agreed  to  buy. 

The  milk  distributors  of  Cincinnati  appear  to  haye  met  this 
purchase  of  the  largest  distributing  company  in  the  city  by  the 
cooperative,  by  organizing  another  cooperative  association  whose 
membership  consisted  largely  of  producers  who  had  not  theietofore 
been  shipping  their  milk  to  Cincinnati.  This  group  was  known  as 
the  K.  I.  O.  Milk  Producers  Association.®^ 

While  it  would  seem  that  two  cooperative  associations  would  be 
sufficient  to  supply  the  requirements  of  the  Cincinnati  market,  yet 
another  a.ssociation  known  as  the  Milk  Producers  Union  was  organ- 
ized in  1933.  It  is  reported  that  the  producers  organizing  this 
association  were  largely  drawn  from  the  ranks  of  dissatisfied  K.  I.  O. 
producers.®^ 

The  depression  added  to  the  demoralized  conditions  of  the  Cin- 
cinnati market  which  had  been  brought  about  by  the  severe  com- 
petition between  the  distributors  and  the  several  cooperative  groups. 
Fluid-milk  consumption  decreased  and,  of  course,  competition  for  the 
i-emaining  business  became  increasingly  more  intense.  Many  pro- 
ducers were  dropped  by  distributors,  the  quantity  of  surplus  milk 
increased,  thus  lowering  the  net  price  to  the  producers,  chain  stores 
increased  the  differential  between  the  store  price  and  retail  route 
price,  thus  taking  business  from  the  latter  type  of  distributor,  and, 
in  the  fight  for  a larger  share  of  the  market,  price  cutting  increased: 
both  in  severity  and  in  frequency.  Such  was  the  condition  of  the 
Cincinnati  market,  it  is  said,  when  the  Burk  Act  was  passed  in 
1933  establishing  the  Ohio  Milk  Marketing  Commission,  which  began 
operations  in  October  1933,  in  the  Cincinnati  sales  area. 

As  a result  of  the  Burk  Act,  conditions  improved  greatly,  it  is 
reported,  and  both  producers  and  distributors  were  able  to  operate 
on  a more  satisfactory  basis.  Although  this  act  expired  after 
2 years,  and,  of  course,  the  Cincinnati  agreement  with  it,  the  milk- 
marketing situation  has  since  remained  es.sentially  the  same  as  under 
the  act.  It  is  claimed  that  the  present  stabilized  condition  of  the 

<“The  Tri-State  Milk  Producers  group  In  1923  changed  its  name  to  the  Cooperative  Pure 
Milk  Association. 

The  initials  stand  for  Kentucky,  Indiana,  and  Ohio,  the  3 States  in  which  the 
members  were  located. 

«*In  addition  to  the  3 cooperatives,  there  are  between  1,600  and  1,800  so-called 
independent  producers  shipping  into  the  Cincinnati  market  area. 
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I Cincinnati  area  is  an  example  of  what  can  be  accomplished  by 

(genuine  effort  ^tween  producers  and  distributors  to  solye  their 
mutual  difficulties.  As  is  explained  more  in  detail  elsewhere  in 
, this  report,  while  conditions  doubtless  were  improyed,  certain  prac- 

I tices  are  engaged  in  by  the  distributors  in  Cinciimati  which  could 

i be  changed  with  advantage  to  the  producers. 

1 As  has  been  stated  above,  there  are  at  present  three  cooperative 

I groups  marketing  milk  and  milk  products  in  the  Cincinnati  sales 

I area.  One  is  the  Cooperative  Pure  Milk  Association  with  its  subsid- 

j iary  distributing  units.  The  second  is  the  K.  I.  O.  Milk  Producers 

* Association,  the  third  the  Milk  Producers  Union.  In  addition 

there  is  the  group  of  independent  producers  who  sell  their  milk 
through  the  Cincinnati  Sales  Association,  which  also  acts  as  sales 
agent  for  the  K.  I.  O.  and  the  Milk  Producers  Union.  Still  another 
1 factor  in  the  market  is  the  group  of  distributors  who  buy  from 

j independent  producers  on  a fiat-price  basis.  Milk  came  into  Cin- 

I cinnati  from  the  various  producer  groups  in  1935  in  the  following 

< approximate  proportions : 

Percent 


The  Cooperative  Pure  Milk  ALSsociatiou 32 

Milk  Producers  Uniou 24 

. K.  1.  O.  Milk  Producers  Association 20 

Independent  producers ' 24 


1 Includes  producers  selling  throiigb  the  Cincinnati  Sales  Association,  Inc.,  and  pro- 
ducers dealing  directly  with  distributors. 

T/ie  Cooperative  Pure  Milk  Association. — The  Cooperative  Pure 
Milk  Association  is  not  only  the  largest  cooperative  in  the  Cincin- 
nati area,  but  it  is  also  one  of  the  few  large  associations  in  the 
country  that  carries  through  the  process  of  milk  distribution  from 
producer  to  consumer.  It,  in  fact,  operates  the  largest  milk  dis- 
tributing business  in  Cincinnati.  Its  history  is,  therefore,  of  unusuiil 
interest. 

By  1915  relations  between  milk  producers  and  distributors  in 
the  Cincinnati  sales  area,  as  previously  stated,  were  becoming 
strained.  The  unorganized  producers  were  ixiwerless  as  individuals 
in  bargaining  ^yith  distributors.  When  a producer  claimed  he  was 
being  short  weighed,  or  that  his  butterfat  test  was  not  correct,  he 
was  told  to  keej)  his  milk  at  home.  Furthermore,  he  was  told  that 
he  was  the  only  producer  who  was  complaining.  Eventually,  how- 
ever, producers  began  comparing  notes,  and  it  was  found  that  many 
claimed  both  short  weighing  and  incorrect  butterfat  testing.  In 
addition,  producers  also  sought  higher  prices  for  their  milk.  Such 
conditions  presented  fertile  ground  for  cooperative  effort. 

Meetings  of  producers  in  the  Cincinnati  producing  area  were  held 
and  resulted  in  organizing  the  Queen  City  Milk  Producers  Asso- 
ciation in  1917.  This  was  a bargaining  association;  it  was  not  in- 
corporated; it  had  no  contract,  and  it  had  no  systematic  way  of 
collecting  funds.  The  association  did  not  control  a large  volume 
of  milk  and  having  no  facilities  for  taking  care  of  its  producers’ 
milk  if  they  had  refused  the  distributors’  terms,  the  association  ship- 
pers had  no  alternative  but  to  accept  whatever  was  offered. 

As  previously  stated,  the  Tri-State  Milk  Producers  Association, 
formed  in  1921,  absorbed  the  Queen  City  Association  and  increased 
the  area  in  which  the  latter  had  operated  by  taking  in  producers  in 
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counties  of  southwestern  Ohio,  southeastern  Indiana,  and  northern 
Kentucky.  This  organization  was  the  forerunner  of  the  present  ^ 
Cooperative  Pure  Milk  Association. 

Even  before  the  association  changed  its  name  to  the  Cooperative 
Pure  Milk  Association,  it  had  opened  a plant  in  Covington,  Ky,, 
to  distribute  milk.  This  action  was  taken,  it  was  reported  to  the  , 
Commission,  because  Covington  distributors  had  refused  to  deal  with 
the  organized  producers. 

As  the  result  of  a friendly  suit  brought  by  the  Tri-State  Butter 
Co.,  the  association  reincorporated  September  10,  1923,  under  the 
name  of  the  Cooperative  Pure  Milk  Association.  Another  reason 
for  reincorporating  was  to  take  advantage  of  the  cooperative  law 
that  had  been  passed  in  Ohio. 

The  same  producer  contract  was  in  use  from  September  10,  1923, 
to  January  1,  1934.  It  called  for  payment  by  the  signer  of  $20  for  t 
each  cow  owned  and  controlled  by  him.  Each  producer  member 
signed  a note  for  the  amount  due  the  association,  wdth  6-percent 
interest  due,  if  it  was  not  paid  at  maturity.  In  return  the  producer 
w'as  given  a certificate  of  indebtedness  for  an  amount  equal  to  the  face  ^ 
of  the  note.  Each  producer  also  agreed  to  pay  a $3  membership  fee. 

After  1927  the  note  feature  was  dropped  as  deductions  were  made 
from  each  producer  anyway  and  the  use  of  notes  merely  made  addi- 
tional bookkeeping.  ' 

Throughout  its  early  history  tlie  association  was  vigorously  op- 
posed by  the  milk  distributors  through  the  latter’s  organization,  the 
milk  exchange  of  the  chamber  of  commerce.  So  bitter  became  the 
antagonism  of  the  milk  exchange  to  the  (’ooperative  Pure  Milk  Asso-  i 
elation  that  the  latter  won  a judgment  against  the  former  for  libel. 

By  1924  the  Cooperative  Pure  Milk  Association  had  obtained  con- 
trol of  about  85  percent  of  the  milk  in  the  Cincinnati  producing 
area.  So  many  distributors  began  to  refuse  to  buy  from  the  asso-  4 
elation,  however,  that  the  supply  could  not  be  sold.  The  association 
thereupon  served  notice  on  the  Cincinnati  distributors  that,  if  they 
would  not  take  the  association’s  milk,  the  association  would  put  the 
milk  on  the  market  at  whatever  price  might  be  necessary  in  order  , 
to  dispose  of  it. 

As  the  association  controlled  so  large  a part  of  the  milk  supply  in 
the  immediate  producing  area  around  Cincinnati,  it  could  thus  have 
forced  the  distributors  to  bargain,  if  it  had  not  been  for  the  K.  I.  O. 

Milk  Producers  Association  and  the  Cincinnati  Board  of  Health. 

The  K.  I.  O.  producers’  organization  was  apparently  sponsored  by 
the  milk  exchange  in  what  is  reported  tc»  have  been  a part  of  an  at- 
tempt to  break  the  Cooperative  Pure  Milk  Association.  The  health 
department  is  alleged  to  have  cooperated  with  the  milk  exchange  by  ' 
permitting  cream  producers  (mainly  from  the  territory  outside  the 
area  from  which  the  Cincinnati  milk  supply  came)  to  ship  milk  into 
the  city.  These  outside  cream  producers  apparently  formed  the 
nucleus  of  the  K.  I.  O.  organization. 

As  a result  of  the  foregoing,  the  Cooj)erative  Pure  Milk  Associa- 
tion continued  to  experience  great  difficulty  in  disposing  of  its  pro- 
ducers’ milk,  even  though  some  distributors  took  most  of  their  milk 
from  the  association.  The  four  processing  and  manufacturing  plants 
and  33  milk  routes  which  had  been  acquired  by  the  association  could  I 
not  take  care  of  all  the  milk  produced  by  the  association  producers. 


Under  these  circumstances  the  association  may  have  felt  that  perma- 
nent control  of  some  distributing  company  was  neces.sary  to  furnish 
an  outlet  for  the  milk  of  its  members.  Such  was  the  condition  of 
affairs  about  the  middle  of  1923  when  the  financial  control  of  the 
French  Bros.-Bauer  Co.,®®  the  largest  milk-distributing  company  in 
Cincinnati,  changed  hands.  This  company,  distributing  at  the  time 
about  50  percent  of  the  fluid  milk  and  75  percent  of  the  ice  cream, 
had  been  much  o])posed  to  the  activities  of  the  Cooperative  Pure 
Milk  Association.  Under  the  new  management  the  company  changed 
its  attitude  and  agreed  to  purchase  its  milk  through  the  association. 
For  this  action,  it  is  said,  the  French  Bros.-Bauer  Co.  lost  its  mem- 
bership in  the  milk  exchange. 

Following  this  came  an  offer  from  the  French  Bros.-Bauer  inter- 
ests to  sell  the  company  to  the  Cooperative  Pure  Milk  A.ssocation. 
After  careful  consideration  the  assocation  accepted  the  offer  and 
took  over  active  control  on  January  1,  1924.®^  The  vigorous  opposi- 
tion from  Cincinnati  milk  distributors  to  this  purchase  was  also 
apparently  an  important  factor  in  arriving  at  the  decision  to  pur- 
chase the  French  Bros.-Bauer  Co.  In  fact,  if  milk  distributors  in 
Cincinnati  and  vicinity  had  made  any  efforts  to  come  to  terms  with 
the  association,  it  is  quite  probable,  according  to  statements  made  to 
the  Commission’s  examiners,  that  it  would  have  remained  purely  a 
bargaining  type  of  organization. 

In  1930,  all  of  the  common  stock  of  French-Bauer,  Inc.,  was  ac- 
quired by  the  association  by  means  of  a loan  from  the  Federal  Farm 
Board  of  $1,900,000  and  by  issuing  $497,000  of  special  preferred 
certificates  of  indebtedness  bearing  7-percent  interest.  In  addition 
to  the  above  obligations,  the  association  had  issued  membership  cer- 
tificates of  indebtedness  over  the  period  of  years  since  its  inception 
to  a total  amount  of  approximately  $1,500,000. 


“•The  name  of  the  company  was  changed  to  French-Bauer,  Inc.,  after  it  was  purchased 
by  the  cooperative. 

•*  The  details  of  the  purchase  and  early  financing  of  the  transaction  were  as  follows : 

“ This  company  then  offered  to  sell  its  business  to  the  cooperative  association.  The 
association  asrreed  to  buy  it  at  the  appraised  value,  which  was  approximately  $3,600,000. 
This  included  nothing  for  goodwill.  Out  of  the  120,000  shares  of  stock  outstanding, 
100.000  shares  were  placed  on  deposit  under  a trust  agreement,  and  the  cooperative 
agreed,  on  November  30,  1923,  to  purchase  this  stock  over  a 5-year  period  with  the  option 
of  a 3 -year  extension.  The  contract  became  effective  January  1,  1924. 

” Under  the  original  agreement  the  minimum  payment  w’as  to  be  $150,000  per  year : 
In  addition  dividends  on  stock  were  to  be  maintained,  and  4 percent  of  the  valuation  of 
the  assets  or  $144,000  was  to  be  set  aside  annually  in  a fund  to  be  used  for  expansion. 

“The  management  of  the  company  was  retained  and  the  business  carried  on  as  before. 
The  milk  exchange  had  refused  to  negotiate  with  the  company  as  soon  as  it  had  been 
purchased  by  the  cooperative,  and  the  distributors  started  a costly  milk  war,  expensive 
to  them  and  to  the  cooperative.  At  the  end  of  the  first  year,  the  cooperative  was  unable 
to  meet  its  entire  contract.  The  interests  that  had  sold  the  stock  w^ere  sympathetic  and 
wanted  to  complete  their  sale.  They  agreed  to  allow  the  cooperative  association  to  defer 
the  dividends  due,  and  many  of  the  stockholders  generously  assigned  any  claim  they  might 
have  to  these  dividends  to  the  cooperatives.  In  1925,  they  allowed  a modification  of  the 
contract  so  that  only  7 percent  dividends  were  to  be  paid  on  the  common  stock  and  6 
percent  on  the  preferred.  The  expansion  provision  of  the  contract  for  $144,000  per  year, 
after  having  been  carried  out  for  one  year,  was  discontinued  until  such  time  as  the  cooper- 
ative was  in  a position  to  continue  it.  The  company  sold  its  grocery  stores,  bakerv,  and 
some  otber  properties  and  used  the  proceeils,  together  with  its  surplus,  for  expansion. 

“The  5-year  period  from  the  date  the  original  contract  became  effective,  ended  January 
1,  1929.  .\t  the  end  of  1927  the  association  had  paid  $8  per  share  on  the  purchase  price  of 
$22.  The  original  agreement  provided  that  one-half  of  the  stock  should  be  paid  for  at 
the  end  of  five  ye^^irs.  and  that  the  entire  debt  should  be  paid  in  eight  years  To  meet  this 
agreement  would  have  required  a payment  of  $3  per  share  in  1928.  which  could  have  been 
met  by  increasing  deductions  or  by  outside  loans.  The  same  would  be  true  of  the  $11 
per  share  for  the  next  three  years.  On  December  20,  1928,  how^ever,  the  contract  with  the 
stockholders  was  further  modified.  This  agreement  provided  that  no  payments  w^ould  be 
made  in  1928,  1929,  or  1930;  for  the  years  1931  up  to  and  including  1937,  a minimum 
payment  of  $1  per  share  must  be  made;  and  by  the  end  of  1938  full  payment  for  the  stock 
must  be  completed.  This  effects  a 7-year  extension  of  the  original  contract  ” (Technical 
Bulletin  No.  179,  U.  S.  Department  of  Agriculture,  May  1930,  pp.  80  and  81.) 
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The  membership  certificates  of  indebtedness  were  used  as  a means 
of  buildino;  up  the  capital  structure  of  the  association  and  were  issued 
in  denominations  of  $20  and  in  multiples  of  $20  up  to  and  including 
$100.'*®  The  method  of  obtaining  money  from  members  for  these  cer- 
tificates was  by  deductions  made  on  each  hundredweight  of  milk 
delivered  by  members.  At  first  the  deductions  were  as  much  as  25 
cents  per  hundredweight.  At  present  the  deduction  is  15  cents  per 
hundredweight  on  the  allotted  base.  At  the  end  of  the  fiscal  period 
the  amount  accumulated  by  a producer  was  returned  in  the  form  of 
a certificate  of  indebtedness.®® 

By  1933  the  association  found  that  it  was  getting  more  deeply  into 
debt  by  making  the  payments  of  6-i>ercent  interest  and  principal 
payments  on  the  certificates  of  indebtedness  and  the  policy  was  dis- 
continued. Another  factor  influencing  the  decision  was  that  an 
additional  loan  to  the  association  from  the  Farm  Credit  Adminis- 
tration was  contingent  on  whether  the  members  holding  certificates 
of  indebtedness  would  exchange  them  for  noncumulative  preferred 
stock. 

After  84  percent  of  the  holders  of  outstanding  certificates  had 
agreed  to  the  exchange,  a refinancing  ]>lan  was  approved  by  the 
United  States  district  court  on  December  17,  1934.  Pearly  in  1936 
there  was  approximately  $1,400,000  of  the  noncumulative  preferred 
stock  issued.  About  $125,000  of  the  certificates  of  indebtedness  is 
yet  outstanding.  It  was  expected  that  transfers  would  be  completed 
by  March  1936. 

A new  contract  was  adopted  January  1,  1934,  which  among  other 
things  provided  for  the  issuance  to  the  producer  of  noncumulative 
preferred  stock  in  place  of  certificates  of  indebtedness  in  return  for 
the  amount  deducted  on  each  hundredweight  of  allotted  base. 

No  dividend  has  been  paid  as  yet  on  the  noncumulative  preferred 
stock.  The  .stock  may  be  owned  by  anyone.  The  amount  of  the 
noncumulative  preferred  stock  is  being  increased  monthly  by  the 
amount  of  deductions  made.  In  this  connection  it  should  be  stated 
that  the  association  pays  about  $9,000  monthly  to  the  Government 
and  is  reducing  its  obligation  to  that  extent. 

Another  stipulation  of  the  Farm  Credit  Administration,  before  it 
would  make  an  additional  loan  to  the  association,  was  that  the 
holders  of  the  7-percent  special  preferred  certificates  of  indebtedness 
issued  to  the  parties  who  sold  the  company  to  the  as.sociation  should 
exchange  them  for  preferred  stock.  The  association  offered  the  hold- 
ers of  these  7-percent  special  preferred  certificates  of  indebtedness 
the  choice  of  either  exchanging  their  certificates,  dollar  for  dollar 
for  6-percent  preferred  stock  of  the  association  subsidiary,  French- 
Bauer,  Inc.,  or  they  could  cash  their  certificates  of  indebtedness  at 


« The  following  provision  found  in  the  first  producer  contract  used  by  the  association 
provides  for  the  certificates  of  indebtedness : » , , u. 

‘•The  association  shall  also  make  further  deductions  to  create  a special  fund  to 
retire  loans,  to  be  used  in  building  warehouses  or  other  necessary  buildings,  to  purchase 
land  and  buildings,  to  secure  necessary  equipment,  to  provide  such  working  capital  as 
said  association  mav  deem  necessary,  said  deductions  tor  the  special  lund  to  continue 
as  long  as  the  producer  delivers  milk  or  milk  products  to  the  association  for  sale.  After 
the  close  of  each  fiscal  year,  each  producer  shall  receive  a certificate  of  Indebtedness 
in  the  amount  of  the  deductions  thus  made  to  create  the  special  fund.” 

®«Each  membership  certificate  of  indebtedness  had  attached  to  it  10  coupons.  The 
first  5 entitled  the  owner  to  6 percent  interest  per  annum  on  the  face  of  the  certificate. 
On  the  remaining  coupons  was  the  provision  that  one-fifth  the  face  of  the  certificate 
should  be  paid  yearly,  plus  interest  at  6 percent.  The  payment  of  the  tenth  coupon  at 
the  end  of  10  years  canceled  the  certificate  of  indebtedness. 


DISTRIBUTION  AND  SALE  OF  MILK  AND  MILK  PRODUCTS  67 


60  cents  on  the  dollar.  Approximately  $152,800  of  tlie  6-percent 
French-baner  preferred  stock  is  now  outstanding.  The  company 
has  the  right  to  redeem  this  preferred  stock  at  face  value  at  any 
time. 

Recently  the  association  has  issued  common  stock  with  a value  of 
$3  per  share.  Old  members  who  paid  $3  for  membership  are  given 
a share  of  the  stock,  and  new  members  pay  $3  for  one  share  of  the 
common  stock  which  is  the  equivalent  of  a membership  fee.  Each 
holder  of  a share  of  stock  is  entitled  to  one  vote.  The  stock  must 
be  voted  in  person.  This  provision  is  to  eliminate  politics  and  the 
usual  scramble  for  proxies.  It  also  forces  the  members  to  attend 
the  association  meetings,  if  they  wish  to  vote  for  officers  or  on  the 
policies  of  the  association. 

The  Cooperative  Pure  Milk  Association  is  in  reality  a holding 
company,  for  it  owns  all  of  the  common  stock  of  French-Bauer, 
Inc.,  the  Ritz  American  Ice  Cream  Co.,  both  located  in  Cincinnati, 
and  of  Kentucky  Dairies,  Inc.,  of  Louisville,  Ky.  The  association 
has  15  directors,  or  one  from  each  of  the  districts  comprising  the 
producing  area  in  which  the  members  live.  These  directors  nomi- 
nate the  directors  for  the  subsidiary  companies.  As  all  voting  stock 
in  these  subsidiaries  is  owned  by  the  association,  their  nominees 
become  the  directors  of  the  subsidiary  companies. 

The  following  tabulation  shows  the  quantity  of  milk  delivered  by 
the  association  producers  during  the  years  1925-35 : 


Year : 

1925 

1926 

1927 

1928 
1929. 
1930 


Pounds 

Year : 

Pounds 

97.  995, 121 

1931  

_ _ _ 87,092,851 

88.  042,  621 

1932  ..  

— 80,  064,  487 

86, 273,  094 

1933  

63,  964,  765 

75,  713,  389 

1934  

- . 59,  630,  546 

75,  700,  497 

1935  

- _ 59.897.467 

89,  044,  080 

This  is  indicative  of  a downward  trend  in  membership.  In  1924 
there  were  approximately  3,300  members  in  the  Cooperative  Pure 
Milk  Association.  There  were  about  1,900  members  in  1935,  of 
which  number  the  active  shippers  to  French-Bauer,  Inc.,  the  largest 
of  the  association’s  subsidiaries,  ranged  from  1.509  to  1,575. 

The  K.  /.  O.  Milh  Producers  Association.^'' — The  Second  oldest  co- 
operative in  Cincinnati  is  the  K.  I.  O.  Milk  Producers  Association, 
which  was  incorporated  in  1924  as  a nonprofit  organization  and  on 
August  31,  1935,  was  reincorporated  under  the  cooperative  sections 
of  the  General  Code  of  Ohio. 

In  December  1932  the  membership  of  the  K.  I.  O.  Milk  Producers 
Association  was  2,028.  In  November  1933  it  was  reduced  to  843,  due 
to  the  encroachment  of  a new  producer  association,  which  is  sub- 
sequently described,  and  the  necessity  of  having  members  of  record.®® 
However,  by  November  1934  its  membership  had  increased  to  1,058. 

The  association,  since  October  1,  1933,  has  made  a check-off  of  3 
cents  per  hundred  pounds  of  milk  from  membei-s.  From  June  1924 
to  .Tanuary  1929  the  check-off  was  2 cents  per  hundredxN-eight,  and 
from  January  1929  to  October  1,  1933,  it  was  4 cents  per  hundred- 


•^According  to  its  articles  of  Incorporation,  K,  I.  O.  Milk  Producers  Association  is 
the  corporate  name,  and  the  letters  stand  for  Kentucky,  Indiana,  and  Ohio,  the  States 
in  which  the  members  are  located. 

The  Ohio  Milk  Marketing  Commission  Act  became  effective  in  the  Cincinnati  market 
October  1.  and  one  of  the  commission  requirements  in  this  market  was  that  all  asso- 

ciation members  be  of  record. 
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weight,  1 cent  of  which  was  for  the  Ohio  Valley  Dairy  Council. 
Prior  to  1933,  distributors  dealing  with  K.  I.  O.  remitted  a check-off 
to  the  association  on  all  the  milk  they  purchased.  Thus  all  pi’o- 
ducers  who  shipped  to  distributors  were  considered  members  of  the 
K.  I.  O.  Milk  Producers  Association,  except  the  members  of  the 
Coojierative  Pure  Milk  Association  and  about  100  producers  who 
shipped  to  about  20  small  dealers  who  did  not  cooperate  with  K.  I.  O. 

It  appears  that  while  some  butterfat  testing  was  done  by  K.  I.  O. 
Milk  Producers  Association  inspectors  prior  to  1929,  no  real  attempt 
was  made  to  test  milk  of  all  members  at  the  distributors’  plants  until 
January  1929,  when  the  association  check-off  was  increased,  as  above 
indicated. 

The  association  has  no  record  of  the  quantity  of  milk  produced 
by  its  members  prior  to  October  1,  1933,  when  the  Ohio  Milk  Market- 
ing Act  became  effective  in  the  Cincinnati  market.  However,  the 
distributors  working  with  the  association  deducted  from  the  amount 
due  their  producers,  for  milk  purchased,  a sjiecified  amount  per 
hundredweight,  designated  as  the  association  check-off,  which  they 
remitted  to  the  association.  The  records  of  the  association  show  the 
amount  of  these  remittances  and  the  amount  of  the  check-off  per 
hundredweight  for  different  periods.®®  The  following  tabulation, 
which  shows  the  amount  of  the  deductions  from  the  producers,  the 
rate  of  the  check-off  per  hundredweight,  and  the  approximate  quan- 
tity of  milk  represented  by  the  producers’  check-off,  has  been  pre- 
pared from  data  in  the  files  of  the  K.  I.  O.  Milk  Producers  Asso- 
ciation : 


Year 

Deduction  for 
association 

Check-off 
per  hun- 
dred- 
weight 

Approximate 
pounds  of 
milk  shipped 

1925  - 

$14,907.82 

$0. 02 

1 74, 539, 100 

1^'  

15,866.11 

.02 

* 79. 335, 550 

1927  

15,912. 17 

.02 

79, 660, 850 

15,118.  67 

,02 

75,593, 350 

1929  

24, 155.  51 

.04 

60, 388, 775 

1930  

28, 841. 87 

.04 

72, 104, 675 

27, 152. 39 
25. 298. 89 

.04 

67,880,976 
63. 247.225 

1932  

.04 

1933  

19, 269.  55 

0) 

51,281,650 

1934  

13, 778.83 

.03 

44, 948, 700 

1935  

13, 601.73 

1 

.03 

45, 339, 100 

1 4 cents  to  Oct.  1,  1933,  and  3 cents  thereafter. 


The  above  tabulation  indicates  that  the  approximate  quantity  of 
milk  delivered  by  association  members  during  the  years  1925-32 
ranged  from  60  million  to  nearly  80  million  pounds  per  year.  Begin- 
ning with  the  year  1933,  there  was  a drastic  decline  in  shipments, 
which  occurred  at  the  time  of  the  decline  in  membership  in  that  year. 

The  association  had  a contract  with  some  of  the  distributors  which 
was  entered  into  in  1933.'^®  Most  of  these  distributor  contracts  were 
executed  by  August  1933.  This  agreement  between  the  association 
and  the  distributors  was  not  in  effect  for  any  length  of  time,  as  only 
one  or  two  distributors  had  signed  it  prior  to  August  1933,  and  the 


®As  the  distributors  did  not  report  quantities  of  milk  delivered  by  K.  I.  O.  members, 
the  latter  could  not  be  certain  that  the  amount  of  the  check-off  was  correctly  calculated. 
^ Prior  to  this  year  the  K.  I.  O.  did  not  have  contracts  with  distributors. 
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Ohio  Milk  Marketing  Act  became  effective  in  Cincinnati  on  October 
1,  1933.  When  the  act  terminated  July  1,  1935,  the  K.  I.  O.  became 
one  of  the  organizers  of  the  Cincinnati  Sales  Association,  Inc.,  which 
became  the  sales  agent  for  the  K.  I.  O.  and  the  Milk  Producers  Union, 
another  group  of  producers,  and  also  for  a group  of  producer  who 
do  not  have  any  organization  and  are  known  as  independents. 

Subsequently  in  this  report  some  of  the  activities  of  the  K.  I.  O. 
organization  are  commented  upon. 

The  Milk  Producers  Urdon,  Inc. — The  Milk  Producers  Union,  Inc., 
was  incorporated  in  1933,  and  received  its  charter  about  May  of  that 
year.  By  March  1933,  six  or  seven  hundred  producers  had  petitioned 
for  membership.  In  Febniaij  1936,  the  association  had  about  1,600 
members.  Many  of  the  original  members  of  the  union  had  been 
members  of  the  K.  I.  O.,  if  deduction  of  a check-off  paid  to  K.  I.  O. 
constituted  membership.  When  the  K.  I.  O.,  in  accordance  with  the 
regulations  of  the  Ohio  Milk  Marketing  Commission,  attempted  to 
sign  up  these  producers,  a substantial  number  refused  to  do  so.  It  is 
from  this  group  that  the  union  obtained  many  of  its  members. 

Originally  each  member  of  the  union  paid  a fee  of  $1  in  addition  to 
the  dues,  or  check-off,  of  3 cents  per  hundredweight.  However,  the 
$1  membership  fee  is  no  longer  collected,  and  the  only  fee,  or  check- 
off, is  3 cents  i>er  hundredweight.  Butterfat  tests  are  made  by  in- 
spectors of  the  Milk  Producers  Union,  Inc.,  for  its  members.  The 
records  of  the  Cincinnati  Sales  Association  show  that  producers  of 
the  Milk  Producers  Union  shipped  3,269,201  pounds  of  milk  during 
the  month  of  December  1935. 

The  union  appears  to  have  had  cxmsiderable  difficulty  with  the 
distributors  to  which  its  members  had  formerly  shipped  when  they 
were  members  of  the  K.  I.  O.  Apparently  some  of  these  distributors 
dropped  these  producers  when  they  ceased  to  be  members  of  K.  I.  O., 
and,  according  to  officials  of  the  union,  requested  permission  from 
the  Board  of  Health  of  Cincinnati  to  bring  in  milk  from  new  ship- 
pers. This  request,  however,  was  refused,  whereupon  the  distribu- 
tors “reinstated”  these  dropped  shippers.  In  the  meantime,  however, 
the  union,  in  order  to  protect  its  dropped  shippers,  had  purchased 
a milk  plant  and  had  begun  to  process  the  milk  of  its  members. 
When  the  distributors  reinstated  the  dropped  producers  the  union 
sold  its  milk  plant,  this  being  only  a few  months  after  its  purchase. 

Early  in  1933,  when  the  Milk  'Producers  I^nion  was  first  organ- 
ized, it  attempted  to  operate  by  using  the  producer  bases  which  had 
been  established  by  the  distributors  cooperating  with  K.  I.  O.  Due 
to  the  inability  of  the  union  to  market  its  milk  due  to  the  dropping 
of  producers  by  distributors,  bases  were  disregarded  during  the 
months  of  April,  May,  June,  and  July  1933,  and  the  milk  was  pooled 
and  sold  to  the  best  possible  advantage,  the  receipts  being  prorated 
on  a basis  of  the  total  quantity  of  milk  shipjied  by  each  member. 
As  soon  as  distributors  resumed  buying  milk  from  members  of  the 
union  bases  were  set  up  on  the  average  of  production  of  the  3 months 
of  October,  Xovember,  and  December  1932  and  were  maintained  until 
October  1,  1933,  when  the  Ohio  Milk  Marketing  Act  became  effective 
in  the  Cincinnati  area. 
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SECTION  11.  OTHER  MARKETING  AGENCIES  IN  CINCINNATI — INDEPENDENT 

PRODUCERS 

In  addition  to  the  producers  who  are  members  of  the  above- 
d^cribed  cooperative  associations,  the  independent  producers  in  the 
Cincinnati  shed  produce  approximately  21  percent  of  the  milk  in  that 
area.'^^  In  December  1935  these  independent  producers  shipped  over 
3,000,000  pounds  of  milk  into  the  sales  area  as  compared  with  3,269,- 
201  pounds  by  members  of  the  Milk  Producers  Union  and  2,762,065 
pounds  by  members  of  the  K.  I.  O.  Milk  Producers  Association. 

Two  distributors,  the  Frechtling  Daily  Co.,  a subsidiary  of  the 
National  Dairy  Products  Corporation,  and  the  Kroger  Grocery  & 
Baking  Co.  took  considerably  more  than  half  of  the  milk  shipped 
by  these  independent  producers,  their  combined  purchases  from  inde- 
pendent producers  during  December  1935  amounting  to  1,311,482 
pounds. 

The  Kroger  Grocery  & Baking  Co. — One  of  the  larger  distributors 
of  milk  in  Cincinnati  is  the  Kroger  Grocery  & Baking  Co.,  a chain 
of  retail  grocery  and  meat  stores.  This  company  began  distributing 
milk  through  its  stores  in  Cincinnati  about  50  years  ago.  In  1926 
the  company  began  operating  its  own  milk-pasteurizing  and  bottling 
plant.  The  records  of  the  Cincinnati  Sales  Association  show  that  in 
December  1935  the  Kroger  Grocery  & leaking  Co.  purchased  over 
785,000  pounds  of  milk  from  producers  cooperating  with  the  sales 
association,  most  of  which  was  from  the  independent  producers  who 
sold  their  milk  through  the  sales  association.  This  was  nearly  6 per- 
cent of  the  estimated  total  quantity  of  milk  handled  ' in  the 
Cincinnati  sales  area  in  that  month. 

The  Kroger  Co.  now  sells  milk  in  its  stores  at  a 1 cent  per  quart 
differential  under  the  wagon  price.  Prior  to  the  passage  of  the 
Ohio  Milk  Marketing  Act,  however,  it  sold  milk  at  from  1 to  2 
cents  per  quart  less  than  the  retail  wagon  price  and  when  the  price 
of  milk  delivered  to  homes  was  reduced  to  12  cents  per  quart  on 
February  1,  1932,  the  chain-store  price  was  reduced  to  10  cents  per 
quart.  Due  to  the  steadily  declining  economic  trend  and  to  the  pub- 
licity given  milk  prices,  it  is  said  that  this  2-cent  differential  was 
sufficiently  important  to  increase  the  store  sales  of  the  Kroger  Co. 
approximately  25  percent.  When  the  delivered  price  was  reduced  to 
10  cents  per  quart  on  March  16, 1932,  the  chain  stores  decreased  their 
price  accordinglv,  maintaining  the  2 cents  per  quart  differential. 

The  Ohio  Milk  Marketing  Commission  in  its  order  effective  Octo- 
ber 1, 1933,  pertaining  to  the  Cincinnati  market,  fixed  delivery,  cash- 
and-cariy  store,  and  wholesale  prices,  and  the  differential  between  the 
retail  wagon-delivery  price  and  the  chain-store  differential  was  set  at 
1 cent  per  quart.  This  differential  was  continued  during  the  tenure 
of  the  commission  and  was  immediately  reestablished  under  the  Cin- 
cinnati Sales  Association  agreement  with  distributors,  which  is  still 
in  effect. 

The  Kroger  Co.,  as  a distributor  with  plant  equipment,  and  as  an 
operator  of  a chain  of  stores  with  retail  facilities,  is  said  to  be  in  a 
favorable  position  in  the  field  of  marketing  milk.  It  buys  directly 

The  24  percent  includes  the  sales  of  milk  of  independent  producers  shipping  through 
the  Cincinnati  Sales  Association  and  of  independent  producers  dealing  directly  with 
distributors. 
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from  producers  through  the  Cincinnati  Sales  Association,  processes 
the  milk  in  its  own  plant,  and  retails  to  the  consumers  over  its  own 
store  counters.  Thus  there  are  no  intermediaries  and,  consequently, 
no  division  of  the  spread  between  the  cost  at  the  plant  and  the  price 
received  from  the  consumer.  This  company  is  considered  by  the  dis- 
tributors to  be  a potential  menace  because  it  is  believed  to  be  in  a 
position  to  cut  prices  drasticallv  or,  as  was  stated  by  one  informant 
“could  pay  more  for  milk  or  sell  for  less  and  create  a great  disturb- 
ance in  the  market.” 

SECTION  12.  THE  OHIO  MILK  MARKETING  COMMISSION 

In  June  1933  an  act  was  passed  by  the  General  Assembly  of  the 
State  of  Ohio  regulating  the  distribution  of  milk  or  cream  and  creat- 
ing a milk-marketing  commission.  This  act,  commonly  known  as 
the  Burk  Act,  was  passed  as  emergency  legislation,  and  was  in  effect 
from  the  date  of  approval,  June  22,  1933,  to  July  1,  1935,  the  date 
specified  for  its  expiration,  unless  extended.^'-* 

In  section  2 of  the  Burk  Act  reference  is  made  to  the  sales  of  milk 
as  a business  charged  with  public  interest  for  the  reason  that  milk  is 
a necessary  article  of  human  food,  and  the  maintenance  of  an  ade- 
quate supply  of  milk  of  proper  chemical  and  physical  content  is  vital 
to  the  public  health.  Section  3 of  the  act  provided  for  appointment 
by  the  Governor  of  four  commissioners  to  constitute  the  Ohio  Milk 
Marketing  Commission  created  by  the  act.  The  members  of  the 
commission  were  appointed  on  July  16,  1933. 

An  order  establishing  rules  and  regulations  for  the  conduct  of  the 
milk  business  in  the  Cincinnati  sales  area  was  issued  by  the  commis- 
sion, to  be  effective  October  1,  1933.  Section  4,  exhibit  A,  of  this 
order,  provided  as  follows: 

The  producers  and  milk  dealers  shall  use  their  best  efforts  to  assure  the  ob- 
servance of  the  terms  and  conditions  of  this  order,  the  Act,  and  the  rules  and 
regulations  of  the  Commission.  Subject  to  rules  and  regulations  satisfactory  to 
the  Commission,  the  Control  Commission  shall  be  selected  to  consist  of  eight 
members,  one  member  to  be  selected  by  each  of  the  three  Producers’  Associa- 
tions, one  member  to  be  selected  by  the  three  members  so  selected,  which  member 
shall  not  be  a member  of  either  of  the  Producers’  Associations,  and  four  mem- 
bers to  be  selected  by  the  distributors. 

It  was  the  duty  of  the  local  control  commission  to  investigate  prop- 
erly presented  charges  relative  to  violations  of  the  Ohio  Milk  Mar- 
keting Act  or  violations  of  the  orders  of  the  commi.ssion.  If,  in  the 
opinion  of  the  control  committee,  the  charges  were  true,  the  person 
violating  the  rules  was  to  be  notified  to  comply,  and  if  he  continued 
in  such  violation,  the  commission  should  be  notified. 

The  control  conmiittee  was  responsible  for  the  accuracy  of  all 
weights  and  butter  fat  tests  and  for  the  correctness  of  all  stkements 
with  reference  to  the  utilization  and  classification  of  milk  sold  by  the 
distributors. 

For  the  purpose  of  setting  up  a plan  for  settling  with  producers 
shipping  to  Cincinnati,  the  commission,  in  its  official  order  no.  156 
effective  for  June  1934  only,  provided  that  the  Cincinnati  sales  area 
be  comprised  of  two  groiqis.  Group  A was  to  consist  of  French- 


^The  act  was  not  extended,  although  an  attempt  was  made  in  the  Ninety-first  General 
Assembly  to  reenact  the  law.  Two  bills  were  introduced,  but  both  were  defeated. 
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Bauer,  Inc.,  a distributor,  and  the  Cooperative  Pure  Milk  Associa- 
tion,^® representing  the  producers;  and  group  B,  included  all  other 
distributors  operating  in  the  pool  and  the  producers  delivering  to 
group  B distributors.  This  order  further  provided — 

Thiit  the  group  having  the  lesser  proi>ortion  of  base  deliveries  in  relation  to 
Class  I and  Class  II  sales  shall  be  privileged  to  increase  the  bases  of  the  pro- 
ducers of  such  group  proportionately  by  a uniform  horizontal  increase  subject 
to  such  other  adjustments  as  may  be  approved  by  the  Base  Adjustment  Com- 
mittee hereinafter  i-eferre<i  to,  such  adjustment  not  to  exceed  the  ratio  estab- 
lished for  the  other  group. 

Order  no.  174,  effective  July  1934,  provided  that  these  two  groups 
be  continued  after  June  1934  for  the  purpose  of  setting  bases  ac- 
cording to  the  proportion  of  class  I and  II  sales  of  each  group  to 
the  total  class  I and  II  sales. 

Under  the  order  effective  October  1,  1933 — 

The  price  to  the  producer  for  base  milk  per  cwt.  of  3.7  percent 
butterfat  shall  be  determined  by  totaling  the  values  of  the  quantities  sold  as 
class  I,  class  II,  and  the  quantity  within  the  base  of  class  III,  at  the  following 
prices’*  f.  o.  b.  distributor’s  platform:  Class  I milk,  $1.95;  class  II  milk,  $1.45; 
class  III  milk  to  be  determined  currently  by  the  Control  Committee. 

The  control  committee  was  authorized  to  dispose  of  class  III  milk 
to  the  best  advantage,  but  the  price  per  hundredweight  was  not  to 
be  less  than  3.7  times  the  average  price  of  92-score  Chicago  butter 
for  the  month. 

The  prices  of  class  I and  class  II  milk  were  subject  to  a butterfat 
differential  of  3 cents  for  each  0.1  percent  above  or  below  3.7  percent 
when  the  Chicago  92-score  butter  price  was  below  30  cents  per  pound, 
and  the  differential  was  to  be  4 cents  when  such  butter  price  was  30 
cents  or  over  per  pound. 

Effective  August  1,  1934,  the  price  schedule  was  amended  by  in- 
creasing the  prices  of  classes  I and  II  and  adding  a class  I-A  cover- 
ing milk'  to  be  sold  to  recognized  relief  agencies.  The  amended 
schedule  also  provided  that — 

The  price  to  the  producer  for  base  milk  per  hundredweight  of  3.7% 
butterfat  shall  be  determined  by  totaling  the  values  of  the  quantities  sold  as 
Class  I,  Class  I-A  and  Class  II,  and  the  quantity  within  the  base  of  Class  III, 
at  the  following  prices,  f.  o.  b.  distributor’s  platform:  Class  I milk,  $2.35; 
Class  I-A  milk,  $1.80;  Class  II  milk,  $1.65;  Class  III  to  be  determineil  currently 
by  the  Control  Committee. 

A schedule  of  distributor  resale  prices  was  also  established  by  the 
order  effective  October  1,  1933.  These  prices  were  under  three  sepa- 
rate headings,  as  follows : 

Retail  prices  ond  grocery  charges  and  or  delivery  sales  prices. 

Grocery  resale  price  for  cash-and-carry-sales. 

Wholesale  prices. 

Originally  the  resale  price  schedule  included  the  entire  Cincinnati 
sales  area.  However,  on  October  25,  1933,  the  order  was  amended 
and  a different  price  schedule  was  prepared  for  Middletown  and 
suburbs  and  all  rural  districts  and  towns  in  the  Cincinnati  sales  area 
in  which  distributors  of  metropolitan  Cincinnati  did  not  distribute 


” The  Cooperative  Pure  Milk  Association  owns  the  French-Bauer  Co, 

The  original  order  of  the  commission  fixed  the  class  I price  at  $1.90  per  hundred- 
weight and  the  class  II  price  at  $1.40  per  hundredweight,  but  before  the  month  was  out, 
owing  to  dispute,  these  prices  were  changed.  Conse<iuently,  the  original  prices  were 
never  applied  to  milk  settlements. 
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and  sell  in  excess  of  60  percent  of  the  normal  milk  consumption. 
These  retail  prices,  generally,  were  1 cent  per  quart  less  and  the 
wholesale  prices  one-half  cent  per  quart  less  than  the  Cincinnati 
prices.  Furthermore,  no  store  differential  was  provided  for  cash- 
and-carry  stores  in  these  outlying  communities. 

On  August  1,  1934,  the  date  when  the  price  of  class  I milk  to  the 
producers  was  increased  from  $1.95  to  $2.35  per  liundredAveight,  dis- 
tributor resale  prices  were  increased  as  follows: 

That  in  exhibit  5 thereof,  there  be  an  increase  of  1 cent  per  quart  on  “Milk 
Standardizetl’’,  “Special  Milk,  Standardized”,  and  “Milk,  Whole”  under  each  of 
the  schedules,  namely,  “Retail  and  Grocery  Charge  and/or  Delivery”,  “Grocery 
Cash  and  Carry”,  and  “Wholesale” ; an  increase  of  1 cent  per  pint  on  such  milk 
under  the  schedule  “Retail  and  Grocery  Charge  and/or  Delivery”  only ; and  3 
cents  per  gallon  on  such  milk  in  bulk  under  “Wholesale”  only. 

Thus,  the  price  of  class  I milk  to  the  producer  was  increased  40 
cents  per  hundredweight  and  the  price  to  the  consumer  was  in- 
creased approximately  46  cents  per  hundredweight. 

Under  the  Burk  Act  the  producers’  deductions  or  check-offs  were 
not  to  exceed  5 cents  per  hundredweight  on  base  milk  and  not  to 
exceed  4 cents  per  hundredweight  on  surplus.  Tliat  part  of  the 
order  pertaining  to  these  deductions  reads  as  follows : 

From  money  due  the  producers  for  milk  purchased  according  to  such  schedule 
of  prices,  the  distributor  shall  deduct  and  i>ay  for  each  one  hundred  pounds  of 
base  milk,  or  all  milk  so  purchased,  as  follows : 

To  the  Control  Committee,  one  cent  per  cwt.  on  all  milk,  exc-ept  that  the 
Control  Committee  may  reduce  this  rate  per  cwt. 

To  the  dairy  council  one  cent  per  cwt.  on  base  milk. 

To  the  Producers’  Association  of  which  the  producer  is  a member,  three  cents 
per  cwt.  on  all  milk,  provided,  however,  if  said  producer  is  not  a member  of 
either  of  the  Producers  Associations,  then  said  sum  of  three  cents  per  cwt. 
on  all  milk  so  deducted  shall  be  paid  over  to  the  Control  Committee.  The 
sum  so  paid  shall  be  kept  as  a separate  fund  by  the  Control  Committee  for  the 
purpose  of  securing  to  such  producers  not  members  of  a Producers’  Association, 
benefits  similar  to  those  which  are  secured  by  members  of  the  same  by  virtue 
of  their  like  payments  to  such  I’roducers’  Associations. 

The  distributors  were  instructed  to  deduct  these  amounts  from 
payments  due  the  producers  for  milk  purchased  and  to  pay  same  as 

above  indicated.  . _ ... 

The  order  establishing  rules  and  regulations  in  the  Cincinnati 
sales  area  also  contained  rules  of  fair  trade  practices  which  after- 
ward were  incorporated  in  the  agreement  between  the  Cincinnati 
Sales  Association  and  milk  distributors,  and  are  presented  in  the 
discussion  of  the  sales  association. 

SECTION  13.  CINCINNATI  SALES  ASSOCIATION,  INC. 

Upon  the  termination  of  the  Ohio  IMilk  Marketing  Commission 
Act,  the  K.  I.  O.  Milk  Producers  Association  and  the  Milk  Pro- 
ducers Union  entered  into  an  agreement  dated  July  1, 1935,  to  organ- 
ize an  association  to  be  knoAvn  as  the  Cincinnati  Sales  Association, 
which  was  incorporated  under  the  cooperative  sections  of  the  Oen- 
eral  Code  of  the  State  of  Ohio  on  September  10,  1935. 

The  association  sells  the  milk  of  not  only  the  K.  I.  O.  Milk  Pro- 
ducers Association,  the  Milk  Producers  Union,  but  also  a number 
of  independent  producers.  In  December  1935  these  three  groups 
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represented  2,883  producers  wlio  sold  their  milk  through  the  Cin- 
cinnati Sales  Association. 

A comprehensive  contract  was  executed  by  the  Cincinnati  Sales 
Association  and  cooperating  distributors  as  of  July  1,  1935.  A copy 
of  this  contract  is  attached  hereto  as  appendix  C. 

This  contract  defines  the  several  classes  of  milk  and  sets  the  prices 
to  be  paid  producers  for  each  class.  Conditions  governing  the  re- 
ports of  distributors  to  the  pooling  committee  are  prescribed  and  the 
right  of  auditors  of  this  committee  to  have  access  to  the  “Books  and 
records  of  the  Distributors  pertaining  to  the  matters  upon  which  re- 
ports of  said  Distributors  were  made,  to  verify  the  accuracy  of  said 
reports.” 

Another  provision  of  this  agreement  is  that  the  distributors  “agree 
to  observe  and  abide  by  the  schedule  of  minimum  prices  for  the 
retail  and  wholesale  selling  of  milk  as  are  set  forth  in  Schedule  A.” 
Distributors  also  agree  to  ob.serve  the  quantity  discounts  on  whole- 
sale sales  as  set  forth  in  schedule  B and  also  agree  to  observe  “the 
rules  of  fair  practice  set  forth  in  Schedule  C.”  These  fair-trade 
l)ractices,  32  in  number,  prescribe  numerous  things  which  suhscribei’s 
to  the  agreement  are  to  refrain  from  doing. 

According  to  the  definition  of  the  Cincinnati  market  sales  area  in 
which  the  agreement  between  the  sales  association  and  the  milk  dis- 
tributors was  to  be  operative,  the  agreement  is  so  Avorded  as  to  appear 
to  cover  only  intrastate  transactions  as  the  entire  market  sales  area 
is  located  within  the  State  of  Ohio. 

The  agreement  between  the  Cincinnati  Sales  Association  and  the 
milk  distributors  just  referred  to  is  subject  to  considerable  criticism. 
No  attempt  will  be  made  to  discuss  the  several  provisions  of  the 
schedule  governing  fair-trade  practices  or  the  resale  prices  provided 
for  in  schedule  A of  the  agreement.  Instead  the  criticism  will  be 
directed  to  those  provisions  governing  payments  to  producers. 

According  to  the  sales  agreement  the  j)rice  to  be  paid  producers 
for  class  I milk  of  4 percent  butterfat  was  to  be  $2.40  per  100  pounds 
f.  o.  b.  distributors’  platfonn.  This  price  of  $2.40  is  5 cents  per  lOO 
pounds  more  than  the  price  .set  by  the  Ohio  Milk  Marketing  Com- 
mission and  it  was  effective  July  1,  1935.  This  difference  of  5 cents 
per  100  pounds,  however,  is  not  an  increases  in  the  price  to  producers, 
as  the  $2.35  per  100  pounds  set  by  the  Milk  Commission  was  for  milk 
of  3.7  percent  butterfat,  while  the  $2.40  price  of  the  Sales  Associa- 
tion agreement  was  for  milk  of  4-percent  butterfat.  Both  the  order 
of  the  Milk  Commission  and  the  agreement  of  the  Sales  Association 
jirescribed  the  same  butterfat  differentials,  namely,  3 cents  for  each 
one-tenth  of  1 percent  butterfat  above  or  below  the  basic  content 
whenever  the  price  for  Chicago  92-score  butterfat  is  below  30  cents 
per  pound  and  the  differential  was  4 cents  for  each  one-tenth  of  1 
jiercent  whenever  Chicago  92-score  butter  was  30  cents  a pound  or 
more.  Con.sequently,  no  matter  what  the  price  of  92-score  butter  at 
Chicago  may  be,  producers  receive  less  for  their  class  I milk  under 
the  Sales  Association  agreement  than  they  did  under  the  order  of  the 
Milk  Commission.  If  the  price  of  92-score  butter  at  Chicago  was  less 
than  30  cents,  the  per  100-pound  price  to  producers  under  the  Milk 
Commission  would  be  $2.44  per  100  pounds  for  4-percent-butterfat 
milk,  and  when  the  price  of  Chicago  butter  was  30  cents  or  more, 
the  price  to  producers  would  be  $2.47  per  100  pounds  for  4-percent 
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milk,  as  compared  to  the  $2.40  price  under  the  Sales  Association 
agreement. 

The  differences  in  respect  to  class  I milk,  however,  were  not  as 
great  as  those  for  class  lA  and  class  II  milk.  The  Cincinnati  Sales 
Association  agreement  did  not  increase  the  prices  to  producers  for 
these  two  classes  of  milk,  as  they  remained  at  $1.80  and  $1.65  per 
100  pounds  respectively,  but  the  agreement  made  the  butterfat  base 
for  these  two  classes  of  milk  4 percent,  whereas  under  the  order  of 
the  Milk  Commission  the  base  was  only  3.7  j^ercent. 

The  amount  by  which  returns  to  producers  under  the  Sales  Associ- 
ation plan  were  below  the  returns  which  would  have  been  made  at 
the  prices  of  the  Ohio  Milk  Commission  was  $25,367.46  for  the  last 
6 months  of  1935.  This  sum  represents  2.74  percent  of  the  amount 
the  distributors’^®  involved  in  the  calculation  would  have  paid 
producers  under  the  Ohio  Milk  Commission  schedule  of  prices. 

Under  the  agreement  between  the  Cincinnati  Sales  Association 
and  the  distributors,  the  latter  have  continued  to  convert  class  I, 
class  lA,  and  class  II  sales  to  the  butterfat  test  of  milk  purchased. 
As  the  average  butterfat  test  of  milk  purchased  during  the  first  6 
months  of  the  Cincinnati  Sales  Association,  Inc.  (last  6 months  of  the 
year  1935),  was  in  excess  of  the  butterfat  base  of  milk  prices  (4  j^er- 
cent)  for  that  period,  substantial  quantities  of  butterfat  paid  for  at 
butterfat  differential  prices  which  are  less  than  the  prices  of  butterfat 
provided  for  in  the  respective  class  prices,  were  sold  as  class  I,  class 
lA,  and  class  II.  (See  ch.  Ill,  sec.  2.) 

If  class  I,  class  lA,  and  class  II  sales  had  been  converted  to  4- 
percent  butterfat,  no  butterfat  paid  for  at  butterfat  differential 
prices  would  have  been  sold  in  the  respective  classes,  assuming  sales 
were  properly  calculated.  The  following  provisions  of  the  agree- 
ment appear  to  provide  for  the  conversion  of  such  sales  to  4-percent 
butterfat : 

Class  I milk  shall  be  that  sold  for  bottled  and  bulk  milk,  both  plain  and 
flavored,  for  fluid  consumption,  standardized  on  a basis  of  4.0%  butterfat. 

Class  IxV  milk  shall  be  that  sold  to  recojmized  relief  agencies  approved  by 
the  Pooling  Committee  of  the  Cincinnati  Sales  A.s.sociation  or  on  oi-ders  signed 
by  representatives  of  the  recognized  relief  agencies  so  approved  for  bottled  and 
bulk  milk,  both  plain  and  flavored  for  fluid  consumption,  standardized  on  a 
basis  of  4.0%  butterfat. 

Class  II  milk  shall  be  that  sold  for  bottled  and  bulk  cream,  bottled  and  bulk 
buttermilk,  and  cottage  cheese  for  fluid  consuiniition.  standardized  on  a basis 
of  4.0%  butterfat. 

Class  III  milk  shall  be  the  remainder  of  the  milk  not  sold  as  Class  I,  Class 
lA,  or  Class  II  within  the  basic  (luantity  and  the  quantity  received  in  excess  of 
base. 

If  the  purpose  of  the  above  provisions  was  to  convert  class  I,  class 
lA,  and  class  II  sales  to  4-percent  butterfat,  the  distributors  have 
violated  the  agreement. 

Thus,  the  Cincinnati  Sales  Association  appears  to  be  attempting  to 
perpetuate  some  of  the  practices  inimical  to  the  interests  of  the  pro- 
ducers which  have  existed  in  that  milkshed  for  many  years. 

By  December  31,  1935,  29  distributors  had  entered  into  contracts 
with  the  assocation  and  3 other  distributors  were  cooperating  or  par- 
ticipating in  the  pool  but  had  not  signed  the  contract. 


The  distributors  Include  all  working  with  the  Sales  Association  during  the  period. 
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The  association  acts  as  a clearing  house  between  the  producers 
and  distributors.  It  bills  the  distributors  for  all  milk  purchased 
on  a basis  of  utilization  of  the  milk  as  reported  to  it  by  the  dis- 
tributors, and  pays  the  producers  a blended  price  for  base  milk 
and  a surplus  price  for  all  excess  over  base,  as  is  discussed  later 
in  this  report. 

A major  function  of  the  association  is  to  assist  distributors  in 
maintaining  their  milk  requirements.  "WTien  a distributor’s  supply 
is  inadequate  to  meet  his  requirements  he  calls  on  the  association 
for  an  additional  supply,  whereupon  the  association  procures  the 
milk  from  another  distributor  or  distributors  who  may  have  an 
excess  over  his  or  their  needs.  The  distributor  supplying  the 
desired  milk  receives  the  class  1 price,  plus  an  estimated  plant  ex- 
pense of  approximately  3 cents  per  gallon.  In  case  unusual  con- 
ditions should  occur  causing  a shortage  in  the  milk  supply,  the  asso- 
ciation is  expected  to  obtain  milk  from  outside  the  Cincinnati  shed 
for  cooperating  distributors. 

SECTION  14.  MILK  SETTLEMENT  PLANS  IN  THE  CINCINNATI  MARKET 

Selling  milk  on  a base  and  surplus  plan  has  been  a more  recent 
development  in  the  Cincinnati  market  than  in  some  of  the  other 
markets  covered  by  this  report.  Until  May  1925  producers  shipping 
to  Cincinnati  appear  to  have  been  paid  on  a flat-price  basis. 

Cooperative  Pwre  Milk  AssocieUion. — From  1925  to  1931  the 
methods  used  by  the  Cooperative  Pure  Milk  Association  in  settling 
with  its  producers  appear  to  have  fluctuated  from  a flat-price  basis 
to  a form  of  the  utilization  plan  and  then  back  to  a flat-price  basis. 
Unfortunately  an  exact  account  of  the  methods  used  by  this  associa- 
tion in  this  period  was  not  available.  It  was  reported,  however, 
that  ordinarily  the  individual  members  of  the  association  did  not 
have  assigned  bases.  From  time  to  time  a type  of  base  was  used 
which  provided  for  paying  a premium  of  10  cents  a hundredweight 
of  milk  to  those  producers  who  increased  their  production  during 
a period  of  low  production  over  what  it  had  been  during  the  same 
period  in  a preceding  year. 

The  executive  committee  of  the  Cooperative  Pure  Milk  Association 
adopted  on  February  2,  1931,  a definite  schedule  to  determine  the 
base  quantity  of  milk  for  which  its  members  would  receive  the  basic 
monthly  price.  In  other  words,  the  cooperative  computed  the  per- 
centage of  each  member’s  base  for  which  he  would  receive  the  basic 
monthly  price,  the  excess  to  be  paid  for  at  a price  figured  on  the 
value  of  milk  for  manufacturing  purpos«?s.  Members  who  shipped 
regularly  were  favored  in  the  computation  of  the  bases  as  against 
those  who  were  iiregular  shippers  to  the  market.  That  is,  a member 
who  shipped  every  month  would  receive  the  basic  monthly  price  for 
only  21  percent  less  than  his  average  monthly  shipments,  an  11- 
months  shipper  23  }>ercent  less  than  his  average  monthly  shipments, 
and  so  on  down  to  a member  wdio  had  shipped  only  4 months,  who 
would  receive  the  basic  monthly  price  for  only  half  of  his  average 
monthly  shipments  to  the  market.  Members  who  shipped  milk  for 
3 months  or  less  received  the  manufactured  milk  price  until  their 
milk  could  be  used  for  fluid  purposes. 
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Bases  for  1932  were  the  same  as  those  established  for  1931.  In 
1932,  however,  each  producer  was  to  be  paid  a blended  or  pool  price 
based  on  total  utilization  of  milk  by  the  Cooperative  Pure  Milk 
Association  using  four  classes  of  milk,  as  follows : 

Class  I.  All  milk  sold  as  fluid  milk. 

Class  II.  All  milk  sold  as  sweet  cream  or  when  the  skim  is  utilized 
for  chocolate  milk,  buttermilk,  cottage  cheese,  and  standardized 
purposes. 

Class  III.  All  milk  converted  into  sweet  cream  not  utilized  for 
butter. 

Class  IV.  All  milk  converted  into  butter. 

The  price  of  class  I milk  was  determined  monthly  with  a dif- 
ferential of  41/2  cents  for  each  one-tenth  point  butterfat  over  or 
below  3.5  percent.  Prices  for  claas  II  and  III  were  based  on  Chicago 
92-score  butter  prices,  plus  an  added  value  according  to  its  utilization. 
The  price  of  class  IV  milk  was  based  on  the  price  of  92-score  butter. 
Milk  shipped  in  excess  of  the  monthly  quota  was  paid  for  according 
to  its  usage. 

Any  producer  who  shipped  less  than  his  quota  in  any  month  had 
his  monthly  quota  reduced  for  the  following  year.  A shipper  had 
the  opportunity  of  requesting  a reduction  in  his  base  quota,  if  he 
made  it  in  writing  before  April  15  of  any  j^ear,  subject  to  the 
approval  of  the  board  of  directors.  If  at  the  beginning  of  the  year 
the  total  amount  of  quotas  did  not  reach  the  pool  requirements,  active 
shippers  were  notified  and  were  given  the  privilege  of  increasing 
their  monthly  base  quota  on  a percentage  basis  by  making  written 
application.  If,  after  the  monthly  pool  was  completed,  it  was  found 
that  some  producers  had  shipped  less  than  their  allotted  base  quan- 
tities, the  total  of  such  deficiencies  was  then  distributed  on  a uniform 
percentage  basis  to  those  producers  who  had  shipped  over  their  base 
quotas. 

The  foregoing  plan,  except  for  minor  variations  in  the  setting  of 
basics  from  year  to  year,  was  continued  by  the  Cooperative  Pure 
Milk  Association  until  July  1,  1934.  During  the  life  of  the  Ohio 
Milk  Marketing  Commission  the  Cooperative  Pure  Milk  Association 
had  its  own  pool  and  paid  its  producers  according  to  the  base  ratings 
in  effect  at  the  time. 

From  1931  to  July  1,  1934,  base  ratings  were  set  only  once  each 
year.  After  July  1,  1934,  a new  policy  was  adopted  by  the  Coop- 
erative Pure  Milk  As.sociation  whereby  the  total  basic  quantity  was 
adjusted  every  3 months  in  accordance  with  class  I and  II  sales  of 
the  previous  3 months  and  this  quantity  was  distributed  among  in- 
dividual producers  according  to  their  own  estimated  ability  to  pro- 
duce. The  final  result  was  to  distribute  the  total  basic  quantity  in 
such  a wav  that  it  tended  to  bring  into  close  relationship  the  class  I 
and  II  sales  and  the  milk  actually  produced  in  the  two  classes. 

The  total  basic  quantity  to  be  distributed  among  producers  in  any 
3-month  period  was  determined  by  taking  the  total  daily  sales  of 
the  previous  3-month  period  and  dividing  it  by  the  number  of  days 
involved.  This  figure  was  multiplied  bv  30,  the  number  of  days  per 
month,  and  the  result  by  115  percent.'^*  This  gave  the  total  basic 

” The  additional  15  percent  was  an  allowance  for  variation  in  class  I and  II  sales,  the 
100  percent,  of  course,  being  the  estimated  total  of  class  I and  II  sales. 
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quantity  available  for  distribution  among  producers  in  a 30-day 
period. 

Although  flach  producer  had  a yearly  assigned  base,  he  was  per- 
mitted to  estimate,  previous  to  the  beginning  of  each  3-month  adjust- 
ment period,  what  he  expected  his  monthly  production  to  be  during 
the  coming  3 months.  Some  producers  estimated  this  production 
to  be  less  than  their  assigned  base  and  some,  more.  Finally,  the 
association  allocated  any  undistributed  base  at  the  beginning  of  a 
quarterly  period  on  a uniform  basis  to  those  producers  who  asked 
for  increases. 

At  the  end  of  each  year  the  association  prepares  new  bases  for 
its  producer  members.  The  production  record  of  each  member 
for  the  past  year  is  tabulated  by  months  and  if  production  of  a 
member  in  any  month  was  less  than  his  monthly  base,  the  deficiency 
is  used  in  calculating  the  new  base,  but  an  excess  over  the  base  in 
any  month  is  not  used  as  an  offset  to  the  deficiencies.  The  sum  of 
the  monthly  deficiencies  are  then  totaled  and  divided  by  12  to  deter- 
mine the  average  monthly  deficiency  and  this  sum  deducted  from  the 
old  base.  The  result  is  the  “performed  base”,  which  is  to  be  used 
in  the  calculation  of  the  base  for  the  coming  year. 

The  “performed  bases”  of  all  members  are  then  totaled  and  the 
re.sult  compared  with  the  sales  of  class  I and  class  II  milk  combined 
of  the  association.  If  these  salas  are  greater  than  the  sum  of  the 
“performed  bases”  of  all  members,  then  the  association  applies  a 
uniform  percentage  to  the  “performed  base”  of  each  producer  and 
thus  increases  each  producer’s  base  so  that  the  total  bases  equal  or 
closely  approximate  class  I and  class  II  sales.  The  percentage  fig- 
ure applied  in  January  1935  might  be  different  than  that  applied 
later  in  the  year,  the  association  attempting  to  keep  the  total  bases 
in  line  with  the  class  I and  class  II  sales.  If,  however,  any  producer 
did  not  want  his  base  increased  by  this  method  he  could  refuse  to 
take  it  and  any  base  thus  refused  was  then  allocated  by  the  associa- 
tion to  tho.se  member  producers  desiring  it. 

The  method  of  settling  wdth  producers  used  by  the  Cooperative 
Pure  Milk  Association  early  in  1936  was  essentially  the  same  as  the 
plan  adopted  July  1,  1934. 

It  is  claimed  that  the  producer  payment  plan  as  used  by  the  Co- 
operative Pure  Milk  Association  has  certain  advantages  over  the  base 
and  surplus  plan  as  usually  applied.  Instead  of  u.sing  the  3-month 
period  of  low  production  for  the  base  period,  as  is  usually  done,  pro- 
duction over  a whole  year  is  taken  into  consideration  in  setting  the 
yearly  base  quota.  Furthermore,  each  producer  is  permitted  to  ad- 
just his  base  quota  quarterly,  and  the  undistributed  base  is  given  to 
those  who  can  make  use  of  it.  If  a producer  overestimates  his  ca- 
pacity to  produce,  he  will  bring  about  a reduction  in  his  yearly  base 
quota.  If  a producer  has  low  production  in  any  one  quarter  the 
yearly  average  tends  to  make  changes  in  the  yearly  base  quantity 
more  gradual,  thus  working  no  hardship  on  thie  producer.  Except 
for  a small  quantity  of  undistributed  base  each  month  to  be  used  for 
new  shippers  and  special  cases,  the  undistributed  base  is  given  to 
those  shippers  most  likely  to  use  it.'’^  And  finally,  because  of  the 

Usually  from  25,000  pounds  to  30,000  pounds. 
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flexibility  of  the  plan,  the  basic  allotments  given  producers  are  kept 
in  close  relationship  with  class  I and  II  sales. 

K.  /.  O.  Milk  Producers  Association. — In  May  1925  representa- 
tives of  the  K.  I.  O.  Milk  Producers  Association  met  with  dis- 
tributor representatives  for  the  purpose  of  formulating  a base  sur- 
plus plan  for  settliim  with  producers,  and  the  average  deliveries  dur- 
ing November  and  December  1924  and  January  1925  was  established 
as  the  base  for  the  year  1925.  In  April  1926  the  base  was  estab- 
lished on  the  average  production  of  October,  November,  and  De- 
cember 1925  and  January  1926,  and  the  base  for  new  producers  was 
established  at  60  percent  of  deliveries.^®  During  the  years  from  1926 
to  1933  the  bases  for  each  year  continued  to  be  established  on  the 
average  deliveries  during  designated  winter  months. 

In  Sejitember  1930  distributors  cooperating  with  the  K.  I.  O.  Milk 
Producers  Association  inaugurated  the  use  or  classification  plan  in 
addition  to  the  base-surplus  plan.  At  that  time  two  classes  were 
established  wdthin  the  base  and  the  base  of  each  producer  was  set 
arbitrarily  at  60  percent  class  I and  40  percent  class  II.  In  other 
words,  60  percent  of  a producer’s  base  was  supposed  to  be  paid  for 
at  class  I prices  and  40  percent  at  class  II  prices,  and  the  excess  of 
deliveries  over  the  base  quantity  was  to  be  paid  for  at  surplus  prices. 
The  prices  for  the  different  cla.s.«es  varied  from  time  to  time  up  to 
October  1,  1933,  when  classification  prices  were  established  by  order 
of  the  Ohio  ^lilk  ISIarketing  Commission. 

Prior  to  October  1,  1933,  the  K.  I.  O.  Milk  Producers  Association 
was  unable  to  obtain  reports  from  distributors  showing  the  quan- 
tities of  milk  purchased  and  the  use  made  of  it.  The  manager  of 
the  association  stated  that  no  attempt  was  made  to  audit  the  dis- 
tributors’ records,  because  such  an  attempt  would  have  been  useless, 
in  view  of  the  attitude  of  the  distributors.  Some  distributors  even 
objected  to  the  association  testing  for  butterfat.'®  About  the  only 
concession  made  by  the  distributors  in  respect  to  examination  of 
their  records  was  when  an  individual  producer  filed  a complaint 
through  the  association,  and  then  the  distributor  usually  would  per- 
mit an  examination  of  the  records  involving  the  transactions  with 
the  complaining  producer. 

Under  the  Burk  Act,  the  following  plan  of  establishing  basic 
allotments  for  producers  was  adopted : 

(1)  Bases  of  association  members  which  were  of  record  in  the  files 
of  the  associations  prior  to  January  31,  1933,  were  continued. 

(2)  Bases  of  producers  who  were  not  members  of  associations, 
but  whose  bases  were  on  record  in  the  books  of  milk  distributors 
January  31,  1933,  were  continued. 

(3)  Prcxiucers  who  had  no  established  bases  either  as  members  of 
associations  or  as  shown  by  distributors’  records  were  allotted  a base 
of  65  percent  of  their  daily  average  production  during  the  months 
of  January,  February,  and  March  1933. 

(4)  New  producers,  or  producers  who  came  into  the  market  after 
January  1,  1933.  were  allotted  a base  of  45  percent  of  their  daily 
avei-age  production  for  the  90-day  period  preceding  August  16,  1933. 


In  other  words,  new  producers  could  only  receive  fluid  milk  prices  for  60  i>ercent  of 
their  deliveries. 

^ Payments  to  producers  were  based  on  butterfat  content  of  the  milk. 
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An  order  of  the  Ohio  Milk  Marketing  (commission,  effective  J uly 
1,  1934,  provided  that  at  the  request  of  eitlier  group  in  the  market, 
an  adjustment  should  be  made  of  the  total  base  milk  (class  I and 
class  II)  in  the  market  and  a proportionate  share  be  allotted  to  each 
group,  but  that  in  no  event  should  the  total  base  milk  in  the  pool  ^ 
in  excess  of  115  percent  of  the  average  of  the  total  sales  of  milk  in 
class  I and  class  II  combined  during  the  preceding  quarter.  This 
order  further  provided  that  the  base  milk  allotted  each  group  should 
be  apportioned  by  each  gi’oup  to  the  producers  within  the  group. 

Under  the  Burk  Act  the  distributors  paid  the  producers  a blended 
price  per  hundredweight  for  base  milk  (class  I and  class  II)  and 
the  current  price  for  surplus  and  those  distributors  whose  percent- 
age of  class  I and  II  sales  amounted  to  more  than  the  average  for 
the  market,  made  payments,  or  were  expected  to  make  payments, 
into  an  equalization  fund.  From  this  fund  payments  were  made  to 
distributors  whose  class  I and  II  sales  amounted  to  less  than  the 
average  for  the  market.  The  receiver  for  the  control  committeei 
under  the  Burk  Act  is  still  attempting  to  collect  from  soine  disi- 
tributf)rs  who  did  not  complete  their  payments  to  this  equalization 
pool  fund.*^ 

At  the  first  meeting  of  the  pooling  committee  of  the  Cincinnati 
Sales  Association  after  the  expiration  of  the  Burk  Act,  the  bases 
as  established  under  the  Burk  Act  were  continued,  subject  to  certain 
minor  changes.  These  changes,  effective  July  1,  1935,  were  as  fol- 
lows, according  to  the  minutes  of  the  Cincinnati  Sales  Association : 

Producers  who  had  a base  allotment  of  60  percent  or  less  of  their  daily 
average  shipments  for  March,  April,  and  May,  1935,  were  given  a base  equal 
to  60  percent  of  their  daily  average  shipments  for  those  months. 

Producers  w'ho  had  a base  allotment  of  more  than  60  j>ercent  and  less  than 
80  percent  of  their  daily  average  shipments  for  March,  April,  and  May,  1935, 
were  given  a base  equal  to  their  existing  base,  plus  10  percent  of  the  excess 
shipments. 

Butterfat  shippers  who  shipped  during  March,  April,  and  May,  1935,  were 
given  a base  equal  to  50  percent  of  their  daily  average  shipments  for  those 
months. 

The  distributors’  own  production  “ was  cla.ssed  as  95  percent  base. 

Since  July  1,  1935,  the  bases  have  been  adjusted  every  3 months 
and  new  bases  were  established  as  of  October  1,  1935,  and  January 
1,  193G.  The  total  quantity  of  base  allotted  to  producers  has  been 
approximately  115  percent  of  the  cooperating  distributors’  utiliza- 
tion in  class  I-A  as  well  as  classes  I and  II. 

The  bases  for  the  3-month  period  of  October,  November,  and 
December,  1935,  were  allocated  by  the  pooling  committee  of  the 
association  on  (October  4,  1935,  as  follows: 

Producers  whose  present  base  is  in  excess  of  daily  average  shipment  for 
June,  July,  and  August  shall  remain  the  same. 


*®The  Cincinnati  market  area  was  divided  Into  two  groups  as  follows:  Group  A.  the 
Cooperative  I»ure  Milk  Association  and  its  distributing  outlet ; group  B,  the  K.  I.  O.  Milk 
rrt)ducers  Association,  the  Milk  Producers  Union,  Indepeiuieut  producers,  and  cooperating 
distributors.  Supra,  sec.  12. 

Those  interested  in  the  operation  of  the  Ohio  Milk  Marketing  Commission  will  find 
its  Bulletin  No.  11,  issued  Aug.  8,  19:i4,  of  value. 

®*The  pooling  committee  consists  of  representatives  of  the  K.  I.  O.  Milk  Producers 
Association,  the  Milk  Producers  Union,  and  indep<‘ndent  producers,  and  constitutes  the 
governing  committee  of  the  Cincinnati  Sales  Association. 

**  Successors  to  Producers  of  group  B of  the  Cincinnati  sales  area  under  the  Burk  Act. 

^ “Butterfat  shippers”  refers  to  new  producers  as  well  as  to  producers  who  had  been 
selling  to  creameries  or  condenseries  on  a butterfat  basis. 

^ A number  of  distributors  produced  some  milk  in  addition  to  the  quantity  purchased. 
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Producers  whose  present  base  is  more  than  80  percent  and  less  than  100 
percent  of  daily  average  shipment  for  June,  July,  and  August  shall  remain 
the  same. 

(Producers  whose  present  base  is  more  than  GO  percent  and  less  than  80 
percent  of  daily  average  shipment  for  June,  July,  and  August  shall  have  their 
present  base  increased  by  8 percent  of  their  daily  average  surplus  shipment 
for  June,  July,  aud  August,  unless  such  increase  added  to  their  old  base 
would  equal  less  than  65  percent  of  June,  July,  and  August  average  shipment, 
i In  this  case,  their  base  shall  be  adjusted  to  65  percent  of  their  daily  average 

I shipment  for  June,  July,  and  August. 

■ Producers  whose  present  base  is  less  than  60  percent  of  their  daily  average 

,■  shipment  for  June,  July,  aud  August  shall  be  increased  to  65  percent  of  their 
daily  average  shipment  for  June,  July,  and  August. 

A Butterfat  shippers  shall  be  given  a base  equal  to  50  percent  of  their  daily 

■ average  shipment  for  the  3-month  period  of  June,  July,  and  August. 

I Own  production  shall  be  classed  as  95  percent  base. 

f On  December  23,  1935,  the  pooling  committee  set  the  bases  for 

January,  February,  and  March,  1936,  as  follows: 

I Producers  whose  present  bases  are  in  excess  of  their  daily  average  ship- 

I ments  for  September,  October,  and  November,  1935,  shall  remain  the  same. 

I Producers  whose  present  bases  are  in  excess  of  90  percent  of  their  daily 

average  shipments  for  September,  October,  and  November,  1935,  shall  remain 
1 the  same. 

I Producers  whose  present  bases  are  in  excess  of  80  percent  and  less  than  90 

I percent  of  their  daily  average  shipments  for  September,  October,  and  November, 

I 1935,  shall  have  their  present  base  increased  by  10  percent  of  their  daily  aver- 

age excess  shipments  for  September,  October,  and  November,  1935. 
i Producers  whose  present  bases  are  less  than  80  percent  of  their  daily  average 

1 shipments  for  September,  October,  and  November,  1935,  shall  have  their  base  in- 

I creased  to  80  percent  of  their  daily  average  shipments  for  September,  October, 

y and  November,  1935. 

Butterfat  shippers  shall  be  given  a base  equal  to  50  percent  of  their  daily 
1 average  shipments  for  the  3-month  period  of  September,  October,  and  November. 
I 1935. 

I “Own  production”  shall  be  classed  as  95  percent  base. 

’ On  or  before  the  10th  day  of  each  month,  each  distributor  co- 

. operating  with  the  Cincinnati  Sales  Association  is  required,  under 

I the  terms  of  the  agreement,  to  submit  a report  of  the  previous 

1 month’s  receipts  and  sales.  The  reports  of  sales  cover  the  dealer’s 

I utilization  and  give  the  class  sales  by  pounds,  sales  by  different 

. sizes  of  units,  and  total  butterfat  in  pounds.  From  these  reports 

I the  association  prepares  its  statements  or  bills  to  the  distributors  and 

J each  distributor  is  charged  according  to  the  utilization  or  classes  in 

I which  he  sold  the  milk  at  the  class  prices  set  forth  in  the  agreement. 

As  the  distributors  pay  according  to  their  sales  utilization,  those 
I having  the  greater  percentage  of  class  I sales  have  to  pay  a higher 

I price  per  hundredweight  for  their  milk  than  distributors  with  a 

I lower  percentage  of  class  I sales.  There  are  no  equalization  pay- 

ments either  from  distributors  to  the  pool  or  from  the  pool  to  dis- 
I tributors.  In  other  words,  although  all  producers  involved  in  the 
sales  by  the  distributors  operating  under  the  agreement  receive  the 
j same  blended  price  per  hundredweight  for  their  milk,  f,  o.  b.  Cin- 

cinnati, the  distributors  have  different  costs  of  milk  which  vary  ac- 
cording to  their  utilization. 

As  a basis  on  which  to  ascertain  the  amount  due  each  producer, 

I the  Cincinnati  Sales  Association  each  month  delivei*s  to  each  dis- 

) tributor  a receiving  report  form  bearing  the  names  of  the  producei*s 

shipping  to  the  distributor  and  the  quantity  of  base  allocated  to 
I each  producer.  On  this  form  the  distributor  indicates  the  total 

I 
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number  of  pounds  of  milk,  the  number  of  pounds  of  base  milk,  the 
number  of  pounds  of  excess  or  surplus  milk,  and  the  total  jxiunds  of 
butterfat,  received  from  each  producer;  also  the  average  butterfat 
tests  for  the  month,  and  the  hauling  and  other  deductions  for  each 
producer.  Thereupon  the  receiving  report;  is  retui'ned  to  the  associa- 
tion and  the  association’s  auditor  completes  the  report  by  indicating 
the  price  per  hundredweight  of  the  base  and  of  the  surplus  milk, 
the  value  of  each  producer’s  base  and  surplus  milk,  and  the  gross 
amount  due  each  proilucer.  The  auditor  also  deducts  1 cent  per 
hundi-edweight  on  base  milk  for  the  daii-y  council  and  4 cents  per 
hundredweight  on  all  milk  delivered  to  cover  the  producer’s  dues  in 
his  coo})erative,  if  any,  and  the  dues  for  the  Cincinnati  Sales  As- 
sociation. These  deductions  are  subtracti'd  from  the  gross,  and  the 
result  is  the  net  amount  due  each  producer. 

From  the  information  contained  in  the  receiving  report,  the  asso- 
ciation iirepares  checks  to  the  producers  for  the  net  amounts  due. 
A statement  is  attached  to  each  prodiiC(?r’s  check,  which  contains 
detailed  information  concerning  his  account,  as  shown  by  the  receiv- 
ing report.  The  form  of  check  and  statement  used  is  to  be  com- 
mended. 

It  will  be  noticed  that  the  agreement  between  the  Cincinnati  Sales 
Association  and  the  milk  distributors  provides  (see  clause  8)  that  the 
“aggregated  total  of  all  delivered  base  milk  of  all  producers  ship- 
ping to  the  pool  shall  be  maintained  as  near  as  possible  at  115  j^er- 
cent  of  the  total  quantity  of  milk  sold  in  the  market  for  Class  I, 
Class  I-A,  and  Class  II  uses.”  Producers’  bases  are  to  be  revised 
every  3 months  so  as  to  maintain  this  percentage.  The  purpose  of 
this  provision  of  the  agreement,  it  is  claimed,  is  to  make  certain 
that  the  quantity  of  milk  available  for  fluid  purposes  is  always 
sufficient  for  the  possible  demands  of  the  market. 

Practical  application  of  K.  /.  O.  mill'  settlement  plan. — Before 
presenting  a discussion  of  the  practical  apjilication  of  the  milk-settle- 
ment plan  used  by  the  K.  I.  O.  Milk  Pro<lucers  Association  and  the 
distributors  cooperating  Avith  it  as  modified  on  September  1,  1930,  it 
may  be  AA-ell  to  point  out  the  possibilities  of  a serious  effect  the  opera- 
tions of  this  group  might  well  have  had  on  one  of  its  chief  competi- 
tors, the  Cooperative  Pure  Milk  Association. 

As  has  been  previously  pointed  out  in  this  discussion  of  the  Cin- 
cinnati market,  attempts  of  the  producers,  first,  to  organize  the  asso- 
ciation which  later  became  the  Cooperative  Pure  Milk  Association, 
and  second,  attempts  of  this  group  to  distribute  its  members’  milk 
to  consumers,  were  met  by  the  bitter  antagonism  of  the  milk  dis- 
tributors of  that  area.  This  antagonism  was  expressed  in  many 
ways,  some  of  them  perhaps  illegal. 

The  settlement  plan  used  by  the  distributors  working  with  the 
K.  I.  O.  permitted  them  to  obtain  a substantial  part  of  their  class  I 
milk  sales  at  surplus  prices,  thus  giving  these  distributors  a competi- 
tive advantage  which  could  only  intensify  the  difficulties  of  the 
CooperatiA’e  Pure  Milk  Association.  This  will  be  more  clearly  seen 
from  the  following  explanation. 

As  previously  stated,  on  September  1,  1930,  the  distributors  co- 
operating with  the  K.  I.  O.  Milk  Producers  Association  modified  the 
existing  base  surplus  plan  under  which  it  had  been  operating.  Un- 
der this  modified  plan  every  producer  was  supposed  to  receive  the 
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class  I price  for  60  percent  of  his  base,  the  class  II  price  for  40  ^ler- 
cent  of  his  base,  and  the  surplus  price  for  all  milk  delivered  in 
excess  of  his  base.  The  theory  was  that  the  60  percent  to  be  paid 
producers  at  the  class  I price  would  result  in  a quantity  of  milk  at 
j this  price  which  would  equal,  or  at  least  fairly  closely  approximate, 
the  total  sales  of  class  I milk  by  all  distributors.  Similarly,  the  40 

(percent  factor  was  supposed  to  equal  the  total  sales  of  distributors 
in  class  II. 

To  fully  appreciate  the  possibilities  this  plan  had  for  the  distribu- 
tors, certain  facts  must  be  kept  in  mind.  First,  it  should  be  remem- 

Iliered  that  the  base  of  a producer  was  fixed  by  the  distributor  to 
whom  he  shipped.  Second,  the  cooperative  did  not  audit  the  books 
of  distributors  and  had  no  knowledge  as  to  how  these  bases  of  pro- 
I ducers  were  handled  by  the  distributors  and  performed  no  real 

service  in  protecting  producers,  from  whom  they  received  dues, 

I against  exploitation  by  distributors  in  the  method  of  calculating 
milk  settlements  with  the  producers.  Third,  the  cooperative  did  not 
know  Avhether  60  percent  and  40  percent  equaled,  or  even  closely 
approximated,  the  class  I and  class  II  sales,  respectively,  of  the 

I distributors. 

Under  the  plan  of  settlement  with  the  so-called  members  of  the 
K.  I.  O.,  some  of  the  distributors  at  Cincinnati  paid  their  producers 
as  follows:  If  a producer  delivered  leas  milk  than  called  for  by  his 
base,  he  received  the  class  I price  for  60  j)ercent  of  the  milk  delivered, 
and  not  60  percent  of  the  base  amount,  and  the  class  II  price  for  40 
percent  of  the  milk  delivered.  Producers  who  deliA’ered  in  exceas  of 
their  base  were  paid  60  percent  of  their  bases  at  the  class  I price 
and  40  jiercent  of  the  bases  at  the  class  II  price  and  the  balance  of  the 
milk  delivered  Avas  paid  for  at  tlie  surplus  price.  It  folloAvs,  there- 
fore, that,  if  the  distributor  could  adjust  the  bases  of  his  shippers 
so  that  there  Avould  be  some  producers  who  Avould  not  deliver  up  to 
their  bases  and  others  avIio  would  deliver  in  excess  of  their  bases,  he 
1 would  be  able  to  get  a part  of  his  class  I requirements  or  his  class  II 

j requirements,  or  part  of  both  his  class  I and  his  class  II  requirements, 

at  surplus  prices.  In  other  words,  the  deficiency  in  the  total  fluid 
, requirements  of  a distidbutor  created  by  those  producers  Avho  shipped 

) less  than  their  bases  could  be  made  up  from  the  excess  OA’er  their 

I respective  bases  shipped  by  other  producers. 

In  order  to  shoAv  the  effect  on  producers  of  the  September  1,  1930, 
modifications  of  the  K.  I.  O.  plan,  the  class  I and  class  II  purchases 
and  sales  of  two  Cincinnati  distributor  are  related  to  each  other 
for  the  years  1931  and  1932  and  the  first  9 months  of  1933.  The  re- 
lationships for  the  class  I purchases  and  sales  are  figured  on  three 
different  methods  of  settlement. 

The  first  of  these  methods  of  calculation  used  involves  class  I sales 
taken  as  the  actual  number  of  quarts  sold  and  compared  Avith  the 
quantity  of  milk  paid  for  at  the  class  I price. 

The  second  comparison  is  made  Avith  class  I sales  conA’erted  to  a 
4-percent  butterfat  basis  and  compared  Avith  the  number  of  quarts 
of  milk  paid  for  at  class  I prices.®® 


®*This  calculation  of  sales  to  a 4-percent  butterfat  basis  was  made  because  tbe  Ohio 
Milk  Marketing  Commission  made  an  effort  to  have  distributors  convert  their  class  I 
sales  to  tt)e  butterfat  base  of  the  class  I price  (4  percent)  although  the  base  fixed  by  the 
Ohio  commission  was  3.7  percent  instead  of  4 percent. 
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The  third  comparison  is  made  with  th<>  class  I sales  of  these  two 
distributors  converted  to  the  average  butterfat  test  of  the  milk  as 
purchased  by  them  and  compared  with  the  number  of  quarts  of  milk 
paid  for  at  class  I prices.®^ 

The  excess  of  the  number  of  quarts  of  milk  sold  in  the  form  of 
cream  (cla^  II)  over  the  number  of  quarts  of  milk  paid  for  at  the 
class  II  price  has  also  been  computed  on  the  basis  of  converting  the 
cream  sold  to  the  basis  of  the  average  butterfat  test  of  the  milk  pur- 
chased. This  method  of  calculating  class  II  purchases  and  sales  is 
the  one  Avhich  gives  to  the  distributors  full  credit  for  paying  for 
their  milk  on  the  best  of  the  three  methods  of  settlement  from  the 
standpoint  of  the  producers. 

The  following  tabulation  shows  the  relationships  between  class  I 
sales  and  class  I purchases  on  the  three  different  methods  of  calcu- 
lation mentioned  aboA^e  and  the  class  II  sales  and  class  II  purchases 
on  the  last-mentioned  method. 


1 

Year 

Milk  paid  for  at  class  III  prices  and  sold  as  fluid  milk  * 

Milk  paid  for  at 
class  III  prices 
and  sold  as  class 
II  (fluid  cream)* 

Calculations 
based  on  class  I 
sales  as  actual 
quarts  of  milk 
sold 

Calculations 
based  on  cla.^  I 
sales  converted 
to  4 percent 
butterfat  ! 

Calculations 
based  on  class  I 
sales  converted  to 
butterfat  test  of 
milk  purchased 

1931 

Quarts 
888, 232 
1, 389, 138 
1,118, 373 

Quarts 
352, 120 
859,  876 
809,  393 

Quarts 

99,124 

635,590 

690,653 

Quarts 

482,538 

562,351 

678,860 

1932 

1933 » 

3, 395, 743 

2, 021,  389 

1, 425, 367 

1,723,755. 

> Fluid  milk  sales  figures  include  fluid  milk  sold  on  wholesale  and  retail  routes  only. 
< Class  II  sales  were  converted  to  the  butterfat  test  of  milk  purchased. 

* For  9 months  only. 


It  should  be  understood  in  considering  the  foregoing  tabulation 
that  the  quarts  of  milk  shown  in  the  class  I calculations  were  not  paid 
for  at  the  class  I price  but  were  obtained  by  the  distributors  at 
the  class  III  prices,  and  the  class  II  quarts  shown  were  also  paid 
for  at  class  III  prices.  In  other  words,  figuring  the  class  I trans- 
actions of  these  two  distributors  on  the  basis  most  favorable  to  pro- 
ducers and  least  profitable  to  the  distributors,  in  the  period  covered 
by  the  tabulation,  they  used  1,425,367  quarts  of  milk  for  their  class  I 
sales  for  Avhich  they  had  paid  the  class  III  price.  This  quantity 
of  milk  represented  approximately  10  percent  of  the  total  class  I 
sales  of  these  two  distributors  for  this  period.  On  the  basis  of 
calculations  least  favorable  to  the  producers  and  most  profitable 
to  the  distributors,  3,395,743  quarts  of  surplus  milk  were  used  for 
class  I sales,  this  being  approximately  21  percent  of  the  total  class  I 
sales  of  the  two  companies  for  the  period  in  question. 

The  quantity  of  milk  paid  for  at  class  III  prices  and  sold  as 
class  II  milk  by  these  two  distributors  was  1,723,755  quarts  for  the 
period  covered  by  the  tabulation.  As  previously  stated,  this  class  II 

the  time  of  the  Commission’s  inquiry  some  of  the  Cincinnati  distributors  main- 
tained that  class  I sales  should  be  converted  to  the  butterfat  test  of  milk  purchased  to 
determine  the  quantity  of  milk  to  be  paid  for  at  class  I prices.  As  the  butterfat  test  of 
milk  purchased  was  in  excess  of  the  butterfat  basis  of  the  class  I price  (4  percent),  some 
butterfat  paid  for  at  the  butterfat  differenial  price  would  be  sold  at  class  I.  if  class  I 
sales  were  converted  to  the  butterfat  test  of  milk  purchased  in  order  to  determine  the 
quantity  of  milk  to  be  paid  for  at  the  class  I price. 


^1 


li 


DISTRIBUTION  AND  SALE  OF  MILK  AND  MILK  PRODUCTS  85 


comparison  is  on  the  most  favorable  basis  from  the  standpoint  of 
the  producers  and  the  least  profitable  method  for  the  distributors. 
These  1,723,755  quarts  represented  about  25  percent  of  the  total 
class  II  sales  of  these  two  distributors  oA-er  this  period. 

Tack  of  time  prohibited  a detailed  analysis  of  the  milk  settle- 
ments with  the  producers  of  these  two  distributors  for  every  month 
of  the  period  under  discussion.  It  was  possible,  lioweA'er,  to  analyze 
the  September  1933  settlement  with  producers  of  one  of  the  two 
companies  and  tAvo  important  facts  are  revealed  as  a result.  First, 
the  60  percent  of  the  total  producer  bases  for  class  I milk  was  less 
than  the  distributor’s  class  I sales,  except  when  the  class  I sales 
Avere  calculated  on  the  basis  of  the  butterfat  test  or  content  of  the 
milk  purchased,  and  that  40  percent  of  the  total  producer  bases 
representing  class  II  milk,  howcA  er,  was  in  excess  of  the  distributor’s 
class  II  sales.  Second,  a substantial  number  of  producers  shipped 
less  than  their  respectiA^e  bases  and  the  presence  of  these  producers 
operated  to  decrease  the  quantities  of  milk  to  be  paid  for  at  class  I 
and  class  II  prices.  Other  producers  shipped  more  milk  than  was 
called  for  by  their  bases  and  thus  made  available  a supply  of  milk 
Avhich  Avas  paid  for  at  class  III  prices  which  Avas  available  for  use 
in  the  distributor’s  class  I and  class  II  sales.®® 

The  Commission  belicA^es  that  the  situation  existing  in  Cincin- 
nati during  the  period  under  review  in  this  discussion  is  worthy 
of  emphasis  eA’^en  at  the  risk  of  repetition.  The  K.  I.  O.,  Avhich  was 
.supposed  to  represent  the  producers,  did  not  make  any  audits  of 
distributors’  records,  and  had  no  control  over  the  bases  allotted  to 
producers.  When  such  a situation  is  found  to  exist  it  lends  weight 
to  the  allegation,  commonly  heard  in  Cincinnati,  that  the  K.  I.  O. 
was  organized  by  and  in  the  interest  of  the  distributors  and  was 
dominated  by  them.  The  ineffectiA’eness  of  the  K.  I.  O.  in  safe- 
guarding the  producers,  who  contributed  dues  to  the  upkeep  of  the 
association,  is  further  indicated  by  the  statement  of  an  official  of  one 
of  the  Cincinnati  milk  distributors  to  the  effect  that  his  finn  had 
“no  relations  with  the  cooperatiA'e  (K.  I.  O.)  except  to  send  it  a 
check-off'  from  all  producers.”  The  use  of  the  word  “cooperative” 
in  referring  to  an  organization  such  as  the  K.  I.  O.  seems,  there- 
fore, scarcely  appropriate,  at  least  in  the  period  under  discussion. 
Certainly  under  the  arrangement  discussed  in  this  section,  the  pro- 
ducer had  little  or  no  chance  of  fair  treatment  and  was  obliged  to 
take  what  the  distributor  chose  to  giA»^e  him. 

Milk  settle'nients  under  the  Ohio  Milk  Marketing  Commission- — 
Milk  settlements  made  by  Cincinnati  distributors  with  their  pro- 
ducers from  October  1933  through  June  1935  were  supposed  to  be 
made  under  the  regulations  of  the  Ohio  Milk  Marketing  Commission. 

An  extract  from  exhibit  3,  schedule  of  prices  and  rules  for  pur- 
chasing milk  from  producers,  of  official  order  of  the  Ohio  Milk 
Marketing  Commission  for  the  Cincinnati  Market  Sales  Area,  dated 
September  27,  1933,  reads  as  follows: 

The  prices  to  be  paid  any  producer  by  the  distributor  purchasing  such 
producer’s  milk  shall  be  determined  as  follows: 

Class  I milk  shall  be  that  sold  for  bottled  and  bulk  milk  both  plain  and 
fla\ore<l  for  fluid  consumption,  reduced  to  a basis  of  3.7  percent  butterfat. 

*«A  similar  situation  was  found  in  the  course  of  the  inquiry  at  Philadelphia  and  is 
discussed  in  the  report  of  the  Federal  Trade  Commission,  House  Document  No.  387,  74th 
Cong.,  2d  sess.,  pp.  14-17. 
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Class  II  milk  shall  be  that  sold  for  bottled  and  bulk  cream,  bottled  and 
bulk  buttermilk,  and  cottage  cheese  for  fluid  consumption,  reducetl  to  a 
basis  of  3.7  iiercent  butterfat. 

Class  III  shall  be  the  remainder  of  the  milk  not  sold  as  Class  I or  II  within 
the  basic  quantity,  and  the  quantity  received  in  excess  of  base. 

Each  distributor  shall  report  to  the  Control  Committee  by  the  10th  of  each 
month  the  previous  month’s  purchases  and  sales  of  milk  in  the  forms  listed 
in  Class  I,  II  and  III. 

The  auditor  of  the  Ohio  Milk  Marketing  Commission  maintained 
that,  under  the  terms  of  the  above-quoted  order,  distributors  were 
required  to  determine  the  quantities  of  milk  to  be  paid  for  at  class  I 
and  class  II  prices  by  converting  class  I and  class  II  sales  to  a 3.7 
percent  butterfat  ba.sis  as  expressly  stated  in  the  oi’der.  The  quan- 
tity of  milk  not  paid  for  at  class  I and  class  II  prices  would  be  paid 
for  at  the  class  III  price.  The  distributors,  including  the  Coopera- 
tive Pure  Milk  Association,  however,  interpreted  the  order  to  mean 
that  class  I and  class  II  sales  should  be  converted  to  the  basis  of  the 
average  butterfat  test  of  milk  purchased  to  determine  the  quantities 
of  milk  to  be  paid  for  at  class  I and  class  II  prices.  The  quantity 
of  milk  remaining  would  be  jDaid  for  at  the  class  III  price.  The 
average  butterfat  test  of  the  milk  sold  to  consumers  by  the  distrib- 
utors in  Cincinnati  was  slightly  over  3.7  percent.  In  other  words, 
the  order  of  the  Ohio  Milk  Marketing  Commission  provided  for  set- 
tlement on  the  basis  of  a butterfat  i3ercentage  which  closely  approxi- 
mated the  butterfat  content  of  the  milk  as  sold  by  the  distributors. 

Tlie  significance  of  the  distributors’  interpretation  of  the  milk 
order  can  best  be  understood  by  an  illustration  of  the  effect  of  such 
interpretation  upon  the  proportion  of  milk  to  be  paid  for  at  each 
class  price.  This  comparison  appears  in  the  following  tabulation, 
3.7  percent  butterfat  test  being  used  as  a base  or  100  percent. 


Butterfat  test  of  milk  (per  cent)  : 

4.5  

4.4 

4.3  

4.2 

4.1 

4.0 

3.» 

3.8 

3.7 

3.6  

3.5i 

3.4  


Index  of  proportion  of  milk 
to  be  paid  for  at  class  I 
and  class  II  prices  on 
basic  of  S.7  percent 
butterfat  test  as  100 

82. 22 

84. 0t> 

86. 05 

88. 10 

1X>.  24 

92. 50 

94.87 

97.  H7 

1(X).  00 

102.  78 

105.71 

108.82 


As  the  tabulation  shows,  the  higher  the  butterfat  content  of  milk 
actually  i*eceived  over  the  base  of  3.7  percent,  the  smaller  the  propor- 
tions of  class  I and  class  II  sales  would  be  paid  for  at  class  I and 
class  II  prices.  In  other  words,  if  the  average  butterfat  content  of 
milk  received  by  a distributor  was  4 percent,  only  92.5  percent  of  his 
class  I and  cla^  II  sales  would  be  paid  for  at  the  prices  for  those 
classes.  If  the  butterfat  content  was  below  the  base  (3.7  percent) 
then,  of  course,  the  distributor  would,  theoretically,  be  supposed  to 
pay  for  more  milk  than  he  actually  sold  in  clas-ses  I and  II.  This 
last,  however,  was  not  a source  of  worry  to  the  Cincinnati  distribu- 
tors as  the  average  butterfat  content  of  milk  received  by  them  during 
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the  period  in  question  was  nearer  to  4 percent  than  it  was  to  3.7 
percent.®® 

It  is  equally  important  to  bear  in  mind,  of  course,  that  the  smaller 
proportions  of  total  sales  of  milk  reported  as  class  I and  class  II 
sales,  the  greater  the  proportion  which  is  forced  down  into  class 
III,  since  all  milk  not  paid  for  at  class  I and  class  II  prices  was  to 
be  paid  for  at  class  III  prices. 

As  the  average  montlily  butterfat  tests  of  milk  purchased  were 
substantially  in  excess  of  3.7  percent,  the  conversion  of  class  I and 
class  II  sales  to  the  butterfat  test  of  milk  purchased  was  decidedly 
to  the  advantage  of  the  distributor,  as  not  only  would  smaller  quan- 
tities of  milk  be  paid  for  at  class  I and  class  II  prices  but  larger 
quantities  would  be  paid  for  at  class  III  prices. 

This  controversy  between  the  di.stributors  and  the  local  Cincinnati 
control  committee  over  the  butterfat  basis  of  settlement  to  be  used 
was  not  taken  before  the  State  commission  for  settlement.  It  was 
decided  bv  the  parties  involved.  A new  price  arrangement  was  set 
up  whereby  the  distributors  were  permitted  to  follow  their  plan  of 
figuring  their  class  I and  class  II  sales,  and  in  return  the  prices  they 
were  to  pay  producers  for  class  I and  class  II  milk  were  each  in- 
creased 5 cents  per  hundredweight,  from  $1.90  and  $1.40  respectively. 

This  arrangement  was  a compromise  by  which  the  distributors  lost 
comparatively  little.  The  method  of  using  the  average  butterfat  test 
of  milk  purchased  still  had  the  effect  of  forcing  more  milk  into 
class  III  than  was  actuall}"  used  for  manufacturing  purposes.  Fur- 
thermore, the  butterfat  differential  for  fat  in  excess  of  the  base, 
3.7  percent,  was  paid  for  at  3 or  4 cents  ®°  per  one-tenth  of  1 percent 
and  as  the  milk  received  averaged  well  over  3.7  percent  butterfat, 
the  excess  was  bought  at  such  low  prices  as  to  more  than  offset  the 
5 cents  per  hundredweight  increase  given  the  producers.  (See  chap. 
Ill,  sec.  2.) 

One  Cincinnati  distributor  computed  his  milk  settlements  for 
October  1933  on  three  bases;  viz,  first,  according  to  the  interpreta- 
tion of  the  auditor  of  the  Ohio  ]\Iilk  Marketing  C^ommission ; second, 
on  the  interpretation  of  the  distributors ; and,  third,  according  to  the 
ruling  of  the  local  control  committee.  The  computations  showed 
that  the  cost  of  milk  would  have  been  5.83  percent  higher  on  the  basis 
of  class  I and  class  II  sales  converted  to  3.7  percent  butterfat  as 
compared  with  the  conversion  to  the  butterfat  test  of  milk  purchased. 
Computed  on  the  basis  of  the  ruling  of  the  local  control  committee 
the  result  was  to  divide  the  5.83  percent  excess  between  the  pro- 
ducer and  distributor,  the  actual  proportion  being  65  percent  for 
the  distributor  and  35  percent  for  the  producer.  The  net  result  of 
the  ruling  was  to  make  the  distributor’s  cost  of  milk  3.6  percent  less 
than  the  costs  would  have  been  on  the  basis  of  class  I and  class  II 
.'lales  converted  to  the  basis  of  3.7  percent  butterfat. 


“Betw^n  October  1933  and  March  1934  the  butterfat  tests  of  milk  purchased  by  3 
Cincinnati  distributors  ranged  from  over  4.18  percent  to  over  4.33  percent  • for  2 dis- 
tributors during  the  next  9 months  the  range  was  from  over  3.86  percent  to  over  4 23 

ending  in  .Tune  19.35,  the  average  butterfat  test  of  milk  pur- 
chas^  by  all  distributors  reporting  to  the  Ohio  Milk  Marketing  Commission  ranged  from 
ov’er  3.92  percent  to  over  4.00  percent. 

"The  butterfat  differential  >\as  3 cents  per  point  if  the  Chicaco  nrlce  of  9^-score 
butter  was  below  30  cents.  The  differential  was  4 cents  if  the  butt^  price  was  30  cents 
or  over. 

72440—36 7 
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The  reports  of  all  the  Cincinnati  distributors,  who  reported  to  the 
local  control  committee,  were  examined  for  the  first  6 months  of 
1935/'^  Milk  settlements  were  calculated  by  the  distributors  by  con- 
vertin<r  class  I,  including  class  I-A,  and  class  II  sales  to  the  butterfat 
test  of  milk  purchased  in  accordance  with  the  compromise.  The 
quantities  of  milk  actually  paid  for  at  each  class  price  as  compared 
with  the  quantities  that  would  have  been  paid  for  at  each  class 
price,  had  class  I and  class  II  sales  been  converted  to  the  basis  of 
3.7  percent  butterfat  test,  are  shown  in  the  following  tabulation : 


Utilixation  of  milk  as  reported  hp  Gineinnati  distributors^  on  basis  of  average 
butterfat  test  (S.9H61  peremt)  of  milk  received,  compared  with  utilization  on 
basis  of  3.7  percent  butterfat  test,  in  qiuirts,  for  first  6 months  of  1935 


1 

Class  1 2 and 
class  II  sales 
reported  on 
ha«?is  of  aver- 
age butterfat 
test  of  milk 
received. 
(3.9861  per- 
cent) 

Class  1 2 and 
class  II  sales 
computed  on 
basis  of  3.7 
percent  but- 
terfat test 

Number  of 
quarts  by 
which  class  I 
and  class  II 
sales  were 
lowered  and 
class  III  sales 
increased 

1 

Percent 
of  differ- 
ence 

Class  I * 

Quarts 
25, 513, 085 
7,181,623 
12,  274,  267 

Quarts 
27, 459,  750 
7, 757, 419 
9,  751,806 

1,946,665 
575, 796 
2, 522, 461 

-7.6 

Class  II  - 

-8.0 

Class  III - 

+20.6 

J The  distributors  involved  are  those  who  cooperated  with  the  local  control  committee. 
* Includes  class  I-A. 


If  class  I and  class  II  sales  had  been  converted  to  3.7-percent 
butterfat,  the  quantities  of  milk  paid  for  at  class  I and  class  II 
prices  by  the  distributors  covered  by  the  table  would  have  been 
1.946,065  and  575,796  quarts,  or  7.6  and  8 percent,  respectively, 
in  excess  of  the  quantities  actually  paid  for  at  the  two  class 
prices.  The  quantity  of  milk  paid  for  at  the  class  III  price  would 
have  lieen  2,522,461  quarts,  or  20.6  percent,  less  than  was  actually 
paid  for  at  that  price. 

SECTION  15.  THE  ST.  LOUIS  MILKSHED 

The  St.  Louis  market  receives  about  80  percent  of  its  milk  from 
Illinois  and  20  percent  from  Missouri.  Half  the  milk  is  trucked 
directly  to  the  city  by  haulers  engaged  by  dealers.  Four-fifths  of 
that  which  goes  to  country  receiving  stations  is  also  trucked  by  sTich 
haulers;  producers  themseh’es  determine  who  shall  haul  the  balance. 

Cash  milk  income  in  the  State  of  Missouri  was  $48,657,000  in 
1929  and  declined  48.3  percent  to  $25,148,000  in  1932  and  49  percent 
to  $24,835,000  in  1933.  Milk  income  in  the  State  rose  to  $27,176,000 
in  1934.  or  9 4 percent  above  1933.  In  the  State  of  Illinois  the  de- 
clines were  less  pronounced,  39.6  percent  from  $86,977,000  in  1929 
to  $52,532,000  in  1932  and  41.9  percent  from  1929  to  $50,492,000  in 
1933.  IMilk  income  in  Illinois  rose  to  $58,263,000  in  1934  or  15.4 
percent  above  1933.  Cash  milk  income  in  1934  was  44.1  percent 
below  1929  in  Missouri  and  33  percent  below  1929  in  Illinois. 


This  period  was  the  last  6 months  of  the  life  of  the  Ohio  Milk  Marketing  Commission. 
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BetweeJi  1929  and  1932  cash  farm  income  declined  projiortionately 
in  both  States,  the  decline  amounting  to  55.7  percent  in  Missouri 
and  53.8  percent  in  Illinois;  1933  farm  income  was  18.5  ]iercent  above 

1932  in  Missouri  and  9.9  jiercent  in  Illinois;  1934  farm  income  was 
40  percent  above  1932  in  Missouri  and  33.7  percent  in  Illinois;  19^54 
cash  farm  income  in  both  States  was  about  38  jiercent  below  1929.®- 
In  both  States  farm  income  was  lowest  in  1932  and  milk  income 
was  loAvest  in  1933. 

In  Illinois,  which  sujiplies  St.  Louis  with  most  of  its  milk,  cash 
milk  income  rose  15.4  jiercent  during  1934.  whereas  milk  jirices  in- 
creased only  13.3  percent.  Slightly  larger  jiroduction  in  1934  than 

1933  heljied  the  increase  in  milk  income  to  exceed  the  change  in 
Jirices  during  1934.  In  Missouri,  milk  income  increased  9.4  jiei'cent, 
but  milk  prices  increased  20  percent.  Missouri  milk  jiroduction 
was  smaller  in  1934  than  in  1933. 

Increases  in  cash  farm  income  in  Missouri  apjiroximated  the  in- 
creasing jirice  levels  for  the  jiroducts  of  the  farms  between  1932  and 
1934.  In  Illinois,  farm  jirices  increased  about  10  jiercent  faster  than 
farm  income. 

Milk  accounted  for  about  13  to  17  jiercent  of  farm  income  in  !Mis- 
souri  and  17  to  22  percent  in  Illinois.  For  the  portions  of  the  States 
lying  near  St.  Louis,  the  jirojiortion  of  milk  to  farm  income  is  jirob- 
ably  higher. 

Thei’e  has  been  an  ujiward  trend  in  milk  jiroduction  in  the  State 
of  Illinois  throughout  the  dejiression.  In  Missouri  milk  jiroduction 
increased  until  1931,  but  has  decreased  each  year  since.  Bnt  there 
has  been  a continual  decline  in  jiroduction  jier  cow  in  both  States, 
from  4,650  jiounds  in  the  State  of  Illinois  in  1929  to  4.380  in  1934, 
and  from  3.750  to  3.280  jiounds  in  Missouri  in  the  same  jieriod.®^ 

Although  28  counties  in  Illinois  and  24  in  ^lissouri  shiji  milk  to 
St.  Louis,  only  four  Illinois  counties — Madison,  Clinton.  St.  Clair, 
and  IVashington — account  for  almost  half  the  milk  going  into  the 
area.®* 

About  12,000  jiroducers  sujijily  the  St.  Louis  market,  of  whom 
10,000  are  located  in  Illinois  and  2,000  in  Mi.ssouri.  About  8,000  of 
all  these  shipjiers  are  memliers  of  the  Sanitary  Milk  Producers,  Inc. 
In  March  1934  this  coojierative  is  rejiorted  to  have  handled  40  jiercent 
of  the  sales  in  the  St.  Louis  area  and  over  67  jiercent  in  June  1935. 

Until  1934,  when  St.  Louis  health  authorities  required  registration 
of  producers  and  quality  insjiection  of  their  farms,  there  was  con- 
siderable shift  of  Jiroducers  in  and  out  of  this  market,  depending 
upon  whether  St.  Louis  jirices  were  more  favorable  than  condensery 


Farm  income  in  the  2 States  was: 


1 Missouri 

Illinois 

1929 - - 

$.%33. 658.000 

147. 827. 000 
175.  287. 000 

206. 835.000 

$510, 235,000 
235,  535.000 

2.58.789.000 

314.826.000 

1932 

1933  * 

1934  * 

* Includes  Government  purchases. 

**2a  Estimated  by  the  Division  of  Crops  and  Livestock  Estimates,  Bureau  of  Agricultural 
Economics.  U.  S.  Department  of  Agriculture. 

^ For  the  year  ended  May  31.  1034.  these  4 counties  shipped  186,700.000  pounds  or 
45  percent  of  the  sales  reported  in  St.  Louis, 
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prices  at  Greenville,  111.  Differentials  l>etween  f.  o.  b.  country  sta- 
tion prices  in  the  40-50-mile  zone  for  milk  going  to  St.  Louis  and 
Greenville  are  so  small,  usually  from  15  to  20  cents  per  hundred- 
weight, that  many  shippers  do  not  try  to  meet  the  stricter  require- 
ments involved  in  shipping  to  St.  Louis. 

The  St.  Louis  sales  area  includes  the  city  of  St.  Louis  and  towns 
contiguous  to  it.  Most  of  the  dealers  operate  in  several  of  these 
towns.  The  sales  of  three  distributors  account  for  65  percent  of  sales 
in  the  area.  The  1930  census  records  metropolitan  St.  Louis  popu- 
lation as  1,472,895;  it  is  the  largest  city  in  the  Mississippi  Valley. 
Its  manufactured  products  are  largely  consumption  goods,  to  a 
greater  extent,  perhaps  than  is  true  for  most  cities;  yet  it  is  also 
important  as  a manufacturing  center  for  transportation  vehicles  and 
machinery. 

According  to  statements  made  to  examiners  of  the  Commission, 
the  St.  Louis  milkshed  was  entirely  dealer-dominated  until  the  ad- 
vent of  the  Sanitary  Milk  Producers  cooperative  in  1930.  Until 
that  time  no  producer  organization  had  ever  been  strong  enough  or 
had  existed  for  a long  enough  time  to  really  represent  the  producers 
in  the  area.  Even  at  the  present  time,  it  is  claimed  that,  except  for 
the  Agricultural  Adjustment  Administration’s  control  of  the  market, 
the  producer  is  potentially  more  or  less  at  the  mercy  of  the  dis- 
tributor, as  St.  Lc'uis  is  a surplus  area  insofar  as  its  milk  supply 
is  concerned.  For  the  period  from  March  1934  through  August 
1935,  inclusive,  for  examj^le,  42.1  percent  of  the  669,472,326  pounds 
of  milk  purchased  by  St.  Louis  distributors  was  sold  as  class  III  or 
surplus. 

The  enactment  of  stricter  sanitary  regulations  in  1934  had  made 
it  more  difficult  to  get  a new  supply  of  milk  on  short  notice  and  to 
that  extent  the  bargaining  position  of  the  cooperative  has  been 
strengthened.  Before  1934  distributors  were  able  to  find  a new  milk 
supply  without  much  difficulty. 

The  concentration  of  sales  among  a relatively  few  distributors  in 
the  St.  Louis  sales  area  is  indicated  by  the  fact  that  of  the  11,791 
producers  sending  milk  to  these  distributors  in  August  1935,  three 
companies  took  the  supply,  furnished,  respectively,  by  3,848,  2,364, 
and  1,049  producers,  or  about  62  percent  of  the  total.  The  next  dis- 
tributor in  point  of  number  of  producer-shippers  had  747.  Further- 
more, the  three  largest  St.  Louis  distributors  handled  approximately 
65  percent  of  the  milk  sold  in  the  St.  Louis  marketing  area,  the  re- 
maining 70  distributors  accounting  for  balance.  Competitively,  the 
relative  position  of  distributors  and  the  cooperative  association  is 
indicated  by  the  fact  that  the  dominant  distributor  in  the  market 
absolutely  refused  to  purchase  milk  through  the  association  until 
the  Federal  agreement  and  license  became  effective  in  St,  Louis. 

Due  to  the  fact  that  a number  of  condenseries  are  located  in  the 
St.  Louis  shed  ready  to  absorb  the  surplus  milk  supply,  there  has 
always  been  a close  relationship  between  condensery  prices  for  milk 
and  the  price  received  by  the  producer  shipping  milk  to  St.  Louis. 
It  was  claimed  by  an  official  of  the  cooperative  that  there  has  prob- 
ably been  a closer  relationship  between  St.  Louis  class  I prices  and 
the"  price  of  butterfat  than  in  most  of  the  important  milk  markets 
in  the  LTiited  States. 
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Sanitary  requirements. — The  city  of  St.  Louis  passed  a milk  ordi- 
nance in  i928  in  which  provision  was  made  for  inspection  of  farms 
of  producers  supplying  milk  to  the  city.  Owing  to  insufficient  per- 
sonnel. adequate  inspection  by  the  city  health  authorities  could  not 
immediately  be  put  into  effect.  The  distributors  had  their  own  in- 
spectors who  made  farm  insi^ections.  Each  dealer  is  reported  to  have 
made  his  own  interpretation  of  the  city  ordinance  and  the  rules  and 
regulations  thereunder.  This  resulted  in  considerable  confusion  and 
misunderstanding  among  the  producers  in  respect  to  sanitary  require- 
ments. 

In  1931  an  attempt  was  made  by  the  city  health  authorities  to 
enforce  compliance  with  the  1928  ordinance,  particularly  with  refer- 
ence to  milk  houses  on  dairy  farms,  but  this  was  abandoned  with  the 
result  that  uninspected  milk  continued  to  come  to  the  St.  Louis 
market. 

In  1934  an  active  campaign  was  inaugurated  by  the  St.  Louis 
health  authorities  and  the  local  consumers’  council  in  behalf  of  ade- 
quate inspection.  This  campaign  was  carried  on  through  the  St. 
Louis  newspapers  and  in  this  way  the  general  public  was  informed 
concerning  the  high  bacteria  content  of  the  St.  Louis  milk  supply, 
and  of  the  health  menace  of  unsanitary  milk. 

Three  attempts  were  made  to  pass  a new  and  better  milk  ordinance 
before  these  efforts  met  with  success.  One  ordinance  finally  passed 
by  the  board  of  aldermen  was  vetoed  for  the  reason  that  it  did  not 
contain  a provision  for  funds  with  which  to  make  the  ordinance 
effective. 

On  September  28,  1934,  about  28  of  the  larger  milk  distributors  of 
St.  Louis,  and  the  Sanitary  Milk  Producei’s,  Inc.,  which  represented 
about  11,000  producers,  executed  an  agreement  whereby  the  Sanitaiy 
Milk  Producers,  Inc.,  and  the  cooperating  distributors  proposed  to 
finance  inspection  of  farms  supplying  milk  to  St.  Louis.  This  agree- 
ment was  contingent  upon  the  approval  of  the  milk  ordinance  pre- 
viously passed  which  had  been  vetoed  by  the  mayor.  On  November 
22,  1934,  the  ordinance  was  approved.  It  included  a provision  by 
which  the  services  of  inspectors  who  received  their  compensation  from 
sources  other  than  the  municipality  could  be  utilized.  This  ]>rovi- 
sion,  incorporated  under  section  30  of  the  November  22,  1934,  ordin- 
ance, read  as  follows: 

The  Health  Commissioner  is  hereb.v  authorized  to  accept  the  services  of  such 
competent  field  milk  inspectors  as  may  be  furnished  him.  Said  inspectors,  when 
accepted  by  the  Health  Commissioner,  shall  have  full  power  and  authority  to 
enforce  the  provisions  of  this  Ordinance  under  the  direction  of  the  Health 
Commissioner. 

On  December  22,  1934,  the  organization  proposed  by  the  Sanitary 
Milk  Producers,  Inc.,  and  a group  of  distributors  for  carrying  out 
the  provisions  of  the  ordinance  was  incorporated  under  the  name  of 
the  Dairy  Commission  of  St.  Louis. 

Under  the  bylaws,  representatives  of  the  membership  of  the  Dairy 
Commission  are  designated  as  follows: 

(a)  The  Health  Commissioner  of  St.  Louis  shall  certify  ♦ ♦ * the  name 

of  the  person  to  represent  the  Health  Commissioner  of  the  City  of  St.  Louis. 
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(&)  The  Consumers’  Council  of  St.  Louis  ami  St.  Louis  County  * * ♦ 

sliall  certify  * » * tlie  names  of  three  persons  to  represent  the  pnl)lic.“* 

(r)  Tlie  (listrihutors  * * * siiall  certify  # * * the  names  of  three 

l>ersons  to  I'epre.sent  such  distrilmtors  * * ♦ ; 

(rt)  Tlie  pnitlucers  * * * sliall  * * ♦ certify  the  names  of  three 

lH?r.sons  to  repre.sent  sucli  itroducers  * * *_ 


A statement  of  the  assets  and  liabilities  of  the  Dairy  Commission 
of  St.  Louis  as  of  January  31,  1936,  shows  that  there  was  due  from 
distributors  the  sum  of  $432.15  and  from  producei’s  the  sum  of 
$9,737.32.  The  Trade  Commission  is  informed  that  subsequent  to 
January  31,  1936,  the  amount  unpaid  by  the  producer  association  had 
increased  to  apjtroximately  $13,000.  However,  from  correspondence 
in  the  files  of  the  Dairy  Commission,  it  appears  this  is  due,  in  j)art, 
at  least,  to  a disagreement  relative  to  tlie  question  of  whether  the 
producer  a.s.«ociation  should  pay  to  the  Dairy  Commission,  the  1 cent 
j>er  liundredwei^ht  check-off  on  milk  ship])ed  to  distributors  who 
were  not  parties  to  the  a<rreement  referred  to  above. 

The  primary  objective  of  the  Dairy  Commission  is  to  inspect 
dairy  farms  and  to  work  in  conjunction  with  the  city  health  com- 
mmsioner  of  St.  Louis  in  order  to  improve  the  quality  of  the  milk 
supply.  The  Dairy  Commission  orijfinally  proposed  that  it  engage 
20  inspectors.  By  March  1,  1935,  19  field  milk  inspectors  had  been 
employed  and  each  inspector  was  alloted  certain  specified  territory 
bv  the  St.  Louis  health  commissioner.®® 

In  less  than  a year  after  the  field  ins]iectors  had  been  appointed, 
all  the  farms  of  which  the  St.  Louis  health  commission  had  a record, 
were  inspected.®'*  This  is  the  first  complete  farm  inspection  in  the 
St.  Louis  milkshed,  as  heretofore  such  farm  inspections  as  had  been 
made  were  on  the  basis  of  samples.  AVhile  an  adequate  sample 
perhaps  would  indicate  the  general  standards  of  the  production  area, 
an  ins|iection  of  each  individual  farm  is  necessary,  of  cour.se.  in  order 
to  insure  a sanitary  milk  supply.  Xow,  each  new  shi])per  must  be 
inspected  before  a permit  may  be  issued  by  the  St.  Louis  Health 
Department. 

AVhen  the  inspectors’  reports  show  that  dairy  farms  do  not  com- 
ply Avith  the  sanitary  requirements,  the  ])roducers  are  given  a reas- 
onable time  within  which  to  make  improvements  or  install  equipment 
required  to  conqily  Avith  the  ordinance  and  if  they  fall  to  coni))ly. 
])ermits  are  Avithheld.  .susjiended,  or  reAmked.  This  neces.sitates  more 
than  one  inspection  of  farms  of  producei's  avIio  fail  to  comply  Avith 
the  sanitary  requirements. 

It  Avas  stated  to  examiners  of  the  commission  that  prior  to  1934 
the  milk  supply  of  St.  Louis  was  unclean  and  contained  a high 
bacteria  count  and  Avas  often  in  such  condition  that  it  Avould  curdle 


•♦The  (’onsumers  Council  of  St.  Louis  ami  St,  ],ouis  County  was  orsanized  in  May 
10*14.  and  has  boon  interested  in  improving:  the  quality  of  milk  consumed  in  St.  Louis 
and  vicinity,  and  assisted  in  the  passage  of  the  ordinance  of  Nov.  22.  1034.  (St.  Louis 
Milk  Problems,  by  R.  \X.  Bartlett,  University  of  Illinois  Agricultural  Experiment  Station 
Bulletin  412.  p.  138. » 

Effective  Apr.  l(i.  1935.  the  .salaries  of  r>  of  these  inspectors  were  paid  through  the 
office  of  the  Federal  market  administrator.  This  action  by  the  market  administrator  was 
taken  in  order  that  all  the  expense  of  inspection  should  not  fall  upon  the  Sanitary  Milk 
Producers.  Inc.,  and  the  distributors  who  had  signed  the  agreement,  as  such  association 
and  distributors  do  not  represent  the  entire  production  and  distribution  of  the  market. 
The  office  of  the  market  administrator  paid  the  salaries  of  3 of  these  inspectors  from 
Apr.  16.  1935.  to  December  1035  and  pai<l  the  salaries  of  the  remaining  2 inspectors  from 
Apr.  16.  1035.  to  Feb.  1.  1036.  Since  Feb.  1.  1036.  the  salaries  and  expenses  of  the 
19  inspectors  have  been  paid  by  the  Dairy  Commission  of  St.  Louis. 

^ From  the  time  of  their  appointment  to  Jan.  31.  1036,  the  field  inspectors  completed 
20,071  farm  inspections. 
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I during  the  pasteurization  process  unless  certain  chemicals  Avere  add- 

i ed.  Since  the  neAv  ordinance  Avas  approved  under  aa'IucIi  more  exten- 

1 siA’e  inspection  is  provided,  the  general  (piality  of  milk  as  received 
I from  the  producers  is  greatly  improved  and  pasteurized  milk  now 
consumed  in  St.  Louis,  it  is  claimed,  has  a bacteria  count  comparable 
to  that  of  other  cities  having  adequate  inspection.  The  city  health 
commissioner  stated  that  Avhile  there  has  been  great  improvement 
in  the  St.  Louis  milk  supply,  a further  improA'ement  Avill  be  brought 
about  during  the  current  year  as  producers  generally  are  cooperating 
with  the  health  authorities  and  are  improving  their  farms  and  equip- 
ment in  order  to  comjily  Avith  the  city  ordinance. 

It  is  alleged  that  some  producers  Avho  cannot  or  do  not  comply 
witli  the  sanitary  requirements  and  are  refused  permission  to  sell 
I their  milk  in  the  St.  Louis  market,  either  ship  their  milk  through 

' the  c<X)peration  of  obliging  neighbors  as  their  neighbors’  milk  to 

distributors  for  consumption  in  St.  Louis,  or  sell  it  to  condenseries. 
AVhen  milk  from  a farm  Avhich  has  been  refused  a permit  or  whose 
])ermit  has  been  suspended  or  revoked  is  shipped  through  the  coop- 
eration of  a neighbor,  the  haulers  usually  are  cognizant  of  the 
source  of  the  milk.  HoAvever,  as  the  haulers’  pay  is  contingent  upon 
the  quantity  of  milk  deliA'ered.  it  is  to  their  interest  to  haul  all  the 
milk  they  can  obtain. 

Milk  condemned  by  the  health  department,  as  Avell  as  milk  from 
producers  not  permitted  to  shiji  into  St.  Louis,  is  sold  to  condenseries 
as.  at  present,  rules  and  regulations  of  the  health  division  do  not 
apply  to  conden.<^eries.  The  St.  lionis  Healtli  DejAartment,  hoAA’CA’cr, 
jAivAjAoses  to  prepare  rules  and  regulations  pertaining  to  condenseries 
at  an  early  date. 

The  superintendent  of  milk  control  of  the  health  department  and 
three  other  A’oterinarians  siijAcrvise  city  and  plant  inspection.  They 
are  assi.'^ted  by  12  inspectors  who  gather  samples  and  inspect  dis- 
1 tribiitors’  plants.  Idie  superintendent  of  milk  control  and  his  as- 

sistant snjAerAdsors  and  tlie  citA’  inspectors  receiA’e  their  compensa- 
tion from  the  city  of  St.  Louis  through  the  department  of  public 
AA'elfare. 

i CitA'^  inspectors  check  the  AA’eights  of  producers’  shipments  to  dis- 

tributors in  order  to  determine  Avliether  such  shipments  are  increas- 
ing. If  shipments  shoAv  a material  increase,  it  indicates  that  the 
producers  either  haA’e  additional  cows  which  should  be  inspected  or 
j that  they  may  be  shipjiing  milk  for  a neighbor  who  has  been  refused 

permission  to  ship  to  the  St.  Louis  market. 

The  city  inspectors  inspect  pasteurization  plants  and  fill  out  plant 
inspection  forms  or  score  sheets.  AA’hen  upon  inspection  it  is  found 
that  plants  are  not  kept  in  a reasonably  clean  condition  or  that  any 
other  requirements  of  the  city  ordinance  are  not  complied  Avith,  or 
when  it  is  found  that  the  sale  of  milk  from  ]>lants  would  endanger 
public  health,  a hearing  is  held  to  determine  AAdiether  permits  should 
be  issued,  or,  if  permits  liaA'e  been  issued,  to  determine  whether  they 
should  be  revoked. 

City  inspectors  also  gather  samples  of  milk  from  wagons  and 
stores.  If  a sample  proA-es  bad,  the  inspector  A’isits  the  plant  in 
Avhich  the  milk  Avas  pasteurized  or  prepared  for  distribution  in  order 
to  ascertain  Avhether  the  plant  equipment  is  defectiA'e  and  to  assist  in 
remedving  such  a condition. 

^ Cj 
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SECTION  IG.  THE  SANITARY  MILK  PRODUCERS,  INC. 

Various  attempts  have  been  made  to  organize  the  producers  in  the 
St.  Louis  milkshed  from  the  time  of  the  World  War  to  the  time  the 
Sanitary  Milk  Producers,  Inc.,  came  into  existence.  These  ventures 
ranged  from  the  bargaining  type  of  cooperative  to  the  marketing 
type,  but  the  results  were  not  satisfactory  so  that  many  producers 
became  rather  suspicious  of  cooperative  effort. 

In  February  1929  a committee  of  19  producers,  1 from  each  county 
then  in  the  St.  Louis  shed,  was  called  together  for  the  purposes  of 
studying  the  dairy  industry  in  and  around  St.  Louis  and  considering 
the  possibility  of  organizing  the  produceis  into  an  active  cooperative 
organization.  The  Illinois  Agilcultural  Association  and  the  Missouri 
Farm  Bureau  Federation  assisted  the  committee. 

After  meeting  1 day  a week  for  8 weeks,  the  committee  made  its 
report,  the  gist  of  which  is  contained  in  the  following  excerpt  from 
its  report  and  recommendations : 

On  February  28,  1920,  about  150  dairymen  of  the  St.  Louis  milkshed  met  in 
the  Broadview  Hotel  for  the  purpose  of  discussing  the  dairy  marketing  situa- 
tion in  the  St.  Louis  district.  After  a lengthy  discussion  the  dairymen  present 
seemed  to  think  that  the  following  program  would  best  fit  the  needs  of  milk 
producers  of  tlie  district: 

1.  Standardize  and  Improve  Quality. 

2.  Collective  Bargaining  in  Selling. 

3.  Surplus  Control — Sound  Selling  Plan. 

4.  Check-up  on  Weights  and  Tests. 

5.  Watch  Credit  Rating  of  Buyers. 

6.  Issue  Truthful  Market  Information. 

7.  Educational  xVdvertising— Increase  Use. 

The  committee  in  its  general  surve.y  of  the  St.  I.ouis  market  found  that  sixty- 
two  hundred  farms,  SO  percent  in  Illinois  and  20  percent  in  Missouri,  from  14 
Illinois  counties  and  5 Missouri  counties  supply  this  market.  The  average  dairy 
produces  about  112  pounds  daily.  The  Chicago  average  is  289,  Peoria  92,  and 
Quincy  165. 

The  dairymen  in  this  area  would  be  considered  low-producing  or  sideline 
dairymen.  Production  fluctuates  more  from  the  lowest  month  to  the  highest 
month  at  St.  Louis  than  any  other  market  in  this  section. 

Sixty-eight  percent  of  the  milk  is  handled  through  53  county  milk-receiving 
stations.  Forty-nine  are  located  in  Illinois.  Three  of  the  49  pasteurize  and 
bottle  milk  in  the  country.  JBesides  the  four  milk-receiving  stations  in  Missouri 
there  are  two  other  stations  which  handle  sweet  cream  only. 

Thirty-eight  plants  in  St.  Louis  and  two  in  East  St.  Louis  pasteurize  milk 
for  fluid  consumption.  Two  large  pasteurizers  at  Highland,  Illinois,  and  a 
smaller  one  at  Waterloo  supplement  the  milk  supply  at  these  plants.  In  addi- 
tion 18  milk  peddlers  in  St.  Louis  and  14  in  East  St.  Louis  w’ho  do  not  operate 
pasteurizers  but  purchase  milk  from  dealers  and  deliver  milk. 

The  consumption  of  milk  is  0.666  pint  per  capita.  In  Chicago  it  is  0.801 
pint,  and  in  Peoria,  0.681  (milk  and  cream  combined).  It  takes  about  700,000 
pounds  of  milk  daily  to  supply  St.  Louis  with  milk  and  table  cream. 

The  p<ipulation  of  St.  Louis  is  848,100,  and  East  St.  Louis  is  66,767.  A large 
proportion  of  this  population  is  negroes  who  do  not  consume  as  much  fluid 
milk  as  whites,  but  drink  much  more  buttermilk  per  capita,  and  eat  more  soft 
cheese  than  w'hites. 

In  April  1929  the  representatives  from  the  19  counties  met  again 
and  a proposed  plan  of  organization  wms  presented  to  them.  It  was 
favorably  I’eceived  and  the  group  went  ahead  with  this  plan. 

Those  in  charge  of  organizing  the  new  cooperative  ivent  directly 
to  the  consumers  in  their  fight  for  recognition.  They  invited  a group 
of  St.  Louis  citizens  to  a meeting,  and  as  a result  the  Consumers  Milk 
Commission  was  formed.  This  commission  appointed  a fact-finding 
committee  which  held  hearings  throughout  the  St.  Louis  milkshed. 
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The  report  of  this  committee  presents  such  a comprehensive  picture 
of  conditions  in  the  St,  Louis  area  as  they  were  at  the  time,  that  it  is 
presented  in  this  report  as  appendix  D. 

The  association  was  incorporated  May  10,  1930,  as  the  Sanitary 
Milk  Producers,  Inc.,  under  the  Cooperative  Marketing  Act  of 
Illinois.  It  was  also  licensed  to  do  business  in  Missouri.  In  1930 
it  had  an  estimated  membership  of  8,156.  In  1935  the  estimated 
membership  was  12,900,  not  all  of  whom  are  active  shippers  of  milk. 

Production  of  the  Sanitary  Milk  Producers’  members  in  1931  was 
approximately  186,551.265  pounds  of  milk,  and  in  1935,  the  estimated 
production  was  305,109,544  pounds.  Sanitary  Milk  Producers  claims 
to  control  approximately  70  percent  of  the  milk  shipped  to  St.  Louis. 

The  association  acts  as  the  producer  member’s  agent  in  disposing 
of  his  milk  supply.  The  distributor  is  authorized  to  pay  producers 
an  agreed  price  for  his  milk  and  to  make  deductions  of  not  to  exceed 
5 cents  per  hundredweight  to  cover  the  cost  of  the  services  performed 
by  the  association.®"  The  annual  income  of  the  association  is 
estimated  to  be  between  $75,000  and  $80,000  a year.®® 

SECTION  17.  MILK  SETTLEMENT  PLANS  IN  THE  ST.  LOUIS  MARKET 

Prior  to  October  1,  1930,  a flat  price  was  paid  for  milk  in  the  St. 
Louis  market.  On  that  date  the  base  surplus  ]ilan  was  inaugurated 
and  an  agreement  was  entered  into  by  the  Sanitary  Milk  Producers, 
Inc.,  and  cooperating  distributors.  The  largest  milk  distributing 
organization  in  the  St.  Louis  area,  however,  did  not  cooperate  with 
the  Sanitary  Milk  Producers,  Inc.,  until  Federal  market  supervision 
began  on  November  25,  1933.  The  stated  object  of  the  base  surplus 
payment  jilan  was  to  stabilize  production  by  rewarding  the  pro- 
ducers who  produced  milk  in  accordance  with  the  consumer  demand. 


^ The  deductions  made  are  4 cents  per  hiindredweipht  of  milk,  of  which  3 cents  are  for 
the  association  and  1 cent  is  for  the  St,  Louis  Dairy  Commission. 

®*The  association,  according  to  an  official,  performs  the  following  services  for  its 
members : 

(1)  In  regard  to  price:  A study  made  by  the  association  of  prices  paid  for  milk  in  the 
St.  Ix)uis  area  reveals  that,  since  11)30  until  the  present  time,  the  prices  paid  the  dairy 
farmer  have  been  substantially  above  the  prices  prevailing  in  the  market  prior  to  the 
organization  of  the  Sanitary  Milk  Producers. 

(2)  Butterfat  testing:  Eijrht  licensed  and  experienced  butterfat  testers  visit  the  receiv- 
ing plants  of  the  buyers  and  regularly  check  on  butterfat  content  of  the  members*  milk. 
(Each  month  the  member  receives  a card  showing  what  his  milk  tested  so  that  he  can 
compare  this  with  the  distributor’s  test.  The  work  of  the  check  testers  is  supplemented 
by  adjustments  of  various  kinds  and  amounted  in  1034  to  a total  of  $35,163  returned  to 
its  members.  These  adjustments  were  made  because  of  short  weights,  incorrect  quota, 
clerical  errors  in  checks,  producers  paid  incorrect  prices,  base  corrections,  check-off 
deducted  twice,  milk  refused,  test  corrections,  quarantine  adjustments,  underpayments  col- 
lected for  producers,  milk  cans  lost,  and  incorrect  hauling  charges  deducted.) 

(3)  Quality  improvement:  The  association  believes  that  the  consumers  in  St.  Louis 
should  receive  milk  of  the  highest  quality,  and  therefore  cooperates  in  every  move  that 
will  improve  the  quality  of  its  producers’  milk. 

(4)  Control  of  surplus:  The  association  realizes  the  difficulty  of  solving  this  problem 
locally,  but  it  has  attempted  to  impress  its  producers  with  the  importance  of  the  problem 
and  to  demonstrate  by  means  of  educational  information  the  influence  of  surplus  on  the 
price  they  will  receive  for  milk. 

(5)  Credit  rating  for  buyers : The  association  furnishes  credit  ratings  on  all  buyers  for 
the  purpose  of  keeping  its  members  infoimed  as  to  the  ability  of  various  buyers  to  pay 
for  their  milk. 

(6)  Market  information:  The  members  are  kept  informed  as  to  market  conditions  so 
that  they  may  plan  production  intelligently.  This  is  done  through  meetings  of  the  120 
local  units,  through  the  association  monthly  magazine,  and  through  a weekly  news  release 
sent  to  representative  local  newspapers  in  the  St.  Louis  milkshed. 

(7)  Hauling  milk:  Before  the  development  of  the  association,  hauling  was  usually 
controlled  by  the  buyers  of  milk  and  the  charges  were  set  bv  the  truckers  themselves. 
The  association  now  aids  its  members  in  any  dispute  that  arises  with  milk  haulers, 

(8)  Advertising:  Sanitary  Milk  Producers  has  contributed  in  the  past  and  stands  ready 
to  continue  contributions  to  any  worthy  educational  program  which  will  increase  the  sale 
of  its  members*  milk. 
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Under  this  plan  three  classes  of  milk  sales  were  established.  Class 
I sales  were  to  consist  of  bottled  and  bulk  wholesale  and  retail 
whole  milk  sales,  class  II  sales  of  a (piantity  of  milk  up  to  or  equal 
to  the  quantity  to  be  paid  for  or  accounted  for  as  class  I,  and  class  III 
sales  of  all  milk  in  excess  of  classes  I and  II.  The  class  I price  was 
determined  by  price  conference  agreements  between  the  cooperative 
and  the  distributors  working  with  the  cooperative. 

It  was  undoubtedly  difficult  for  the  cooperative  to  adopt  the  base 
and  surplus  plan  at  this  time  because  of  the  fact  that  the  largest 
distributor  in  the  city  continued  to  purchase  milk  at  flat  prices  and 
from  pi’oducers  not  members  of  the  cooperative.  This  distributor 
also  bad  a higher  percentage  of  bottled  fluid  milk  sales  than  did 
either  of  the  two  next  largest  distributors. 

The  plan  therefore  which  applied  only  to  producer  members  of 
the  Sanitary  Milk  Producers,  Inc.,  and  cooperating  distributors,  at 
first  included  only  approximately  07  percent  of  the  milk  produced 
for  the  St.  Louis  market.  It  was  continued  until  July  1,  1933, 
when  it  was  abandoned.*’*’ 

On  November  25,  1933,  license  no.  18  of  the  Agricultural  Adjust- 
ment Administration  became  effective  in  the  St.  Louis  shed  and, 
since  that  date,  the  St.  Louis  market  has  been  under  Federal  control. 
Under  the  license  the  milk  of  all  the  producers  in  the  market  came 
under  the  base-surplus  and  classified  price  plan  and  the  license  also 
provided  for  a market  equalization  pool.  The  classifications  em- 
bodied in  the  November  25,  1933,  marketing  agreement  and  license 
were  as  follows : 

Class  I.  Tliat  amount  of  milk  (commercial  milk  and  special  grades  of  milk) 
which  the  di.striluitor  sells  for  consumption  as  whole  milk  through  retail  and 
wholesale  channels  excepting  milk  sold  or  used  for  manufacturing  pui-poses. 

Class  II.  An  amount  of  milk  up  to  or  equal  to  the  amount  to  l>e  paid  or 
accounttMl  for  as  class  I. 

Class  III.  The  balance  of  the  milk  purchased  by  the  distributor. 

Under  Federal  license  no.  35  for  St.  Louis,  effective  March  2, 
1934,  class  II  milk  was  redefined  as  ‘Sail  milk  used  by  distributors  to 
produce  cream  for  sale  or  distribution  by  distributors  as  cream  for 
ultimate  consumption  in  the  St.  Louis  sales  area.”  On  August  14, 
1934,  this  provision  in  resi>ect  to  class  II  was  further  amended  to 
include  also  milk  used  for  evaporated  and  condensed  milk,  flavored 
drinks,  creamed  buttermilk,  and  creamed  cottage  cheese. 

One  of  the  reasons  which  prompted  the  inclusion  of  milk  used  in 
the  several  manufactured  dairy  products  listed  in  class  II  was  the 
pre.sence  of  large  evaporated  milk  plants  ^ in  and  near  the  St.  Louis 
fluid-milk  production  area  which  made  it  necessary  that  the  St.  Louis 
distributors  pay  a price  at  least  equivalent  to  the  price  paid  for 
milk  at  such  condenseries,  in  order  to  secure  milk  for  use  in  manu- 
facturing the  other  products  listed  under  class  II. 

It  appears  that  there  was  considerable  dissatisfaction  with  the 
ba.'^e  surplus  plan  of  paying  producers  under  the  license  so  that  in 


Some  of  the  results  of  the  operations  of  this  base  surplus  plan  from  October  1930  to 
June  1933,  inclusive,  are  given  later  in  this  section. 

^ Ueports  of  the  St.  Louis  market  administrator  show  that  during  the  period  March 
1934-August  1935,  a total  of  669.472,320  pounds  of  milk  were  reported  to  his  office  as 
having  been  purcha.sed  from  producers.  Of  this  total,  300,000,064  pounds,  or  44.8  per- 
cent, was  reported  as  class  I;  82,420,831  pounds,  or  12.3  percent,  as  class  II;  and  281  - 
574  119  pounds,  or  42.1  percent,  as  class  III.  There  were  reported  separately,  as  milk 
used  in  evaported  milk,  5,470,712  pounds,  which  was  0.8  percent  of  the  total. 
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tlie  summer  of  1934  a vote  of  the  producers  was  taken  to  ascertain 
their  attitude  concerning  thi.s  form  of  pa}nnent  jilan.  The  vote 
show'ed  tb.at  approximately  two-tliirds  were  opposed  to  the  base  and 
surplus  plan  and  that  about  one-third  favored  it.  One  authority 
stated  that  the  principal  reason  the  majority  of  the  producers  wished 
the  plan  di.scontinue(l  was  that  the  St.  Louis  shed  is  a surplus  area 
and,  from  the  producers'  viewpoint,  it  appeared  the}'  were  receiving 
too  little  for  their  milk  due  to  the  high  proportion  of  surplus  and 
the  lower  price  paid  therefor.  Another  informant  said  the  pro- 
ducers did  not  understand  the  plan. 

As  a result  of  the  vote  of  the  producers  and  of  a study  made  of 
conditions  in  the  market,  the  Federal  license  was  amended  Novem- 
ber 16,  1934,  and  the  method  of  paying  producers  was  changed  from 
a base  surplus  to  a straight  pooling  or  weighted  average  basis. 

P'rom  the  time  of  the  first  Federal  license  in  St.  Louis,  November 
25,  1933,  to  March  4,  1935,  the  St.  Louis  distributors  had  operatexl 
under  an  interdealer  or  market  pool.  Under  this  distributor  equal- 
ization plan  distributors  with  a high  proportion  of  class  I sales 
were  supix>sed  to  make  payments  to  the  market  administrator  and 
the  distributors  with  a low  proportion  of  class  I sales  were  to  re- 
ceive payments  from  the  market  administrator,  so  as  to  put  all  dis- 
tributors on  an  equal  footing  insofar  as  their  cost  of  milk.  f.  o.  b. 
St.  Louis,  was  concerned. 

Payments  were  made  from  tlie  e(jualization  funds  to  those  dis- 
tributors who  had  money  due  while  some  distributors  who  should 
have  made  remittances  to  the  fund  failed  to  make  their  payments. 
It  was  reported  that  in  one  10-month  period  there  was  due  from 
distributors  to  this  equalization  fund  over  $3{).00().  Tlie  deficit 
caused  by  the  nonpayment  of  this  sum  had  to  be  met  by  reduced 
prices  to  the  producers  Avhich  resulted  in  the  producers  paying  the 
equalization  fund  losses. 

This  market  pool  was  reported  to  have  been  generally  unsatis- 
factory to  both  producers  and  distributors.  Distributors'  who  did 
c(X)perate  were  dissatisfied  because  those  distributors  who  did  not 
pay  into  the  pool  had  a competitive  advantage  in  the  market. - 

On  March  4,  1935,  under  an  amendment  to  license  no.  35.  the 
interdealer  or  market  pool  was  displaced  by  the  individual  distrib- 
utor pool.  This  amendment  was  made  at  the  instance  of  a majority 
of  the  di.stributors  and  the  organized  producers  in  the  area. 

Under  the  individual-dealer  ]iool.  prices  ])aid  by  different  distrib- 
utors are  not  uniform,  as  one  distributor  will  have  a higher  percent- 
age of  class  I sales  with  a resulting  lower  percentage  of  classes  II 
and  III  sales  tlian  does  another.  As  an  illustration,  in  .January 
1936,  the  blended  price  paid  by  different  distributors  in  the  St. 
Louis  market  ranged  from  about  $1,70  per  hundredweight  to  over 
$2  per  hundredweight. 

It  was  claimed  by  an  official  of  the  Sanitary  Milk  Producers.  Inc,, 
th.it  under  the  individual  dealer  pool  plan  approximately  80  ])ercent 
of  the  membei-s  of  the  Sanitary  Milk  Producers.  Inc.,  received  prac- 
tically the  same  prices  for  their  milk  and  that  about  20  percent,  who 


2 Among  smaller  distributors  in  St.  Louis  during  the  early  davs  of  the  Federal  licenses 
there  was  much  misunderstanding  as  to  the  purpose  of  the  dealer  pool.  They  found  it 
difficult  to  understand  why  they  had  to  pay  into  the  pool  (because  of  their  high  proportion 
of  class  I sales)  while  some  of  the  larger  companies  received  payments  from  the  pool 
(because  of  their  low  proportion  of  class  I sales). 
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ship  to  distributors  who  handle  a greater  or  a lesser  quantity  of 
surplus,  received  more  or  less  than  prices  received  by  the  80  percent. 

It  is  contended  that  under  the  present  plan  it  is  difficult  to  induce 
a distributor  to  purchase  extra  milk  or  take  on  extra  shippers  due 
to  the  fact  that  he  wishes  to  keep  his  individual  pool  price  as  high 
as  possible. 

After  the  amendment  of  March  4,  1985,  under  which  individual- 
distributor  pools  were  established,  the  market  administrator  con- 
tinued for  a time  to  publish  a weighted  average  niarket  price  for 
each  month.  Some  of  the  distributors  whose  utilization  was  such 
as  to  make  their  blended  price  higher  than  the  average  attempted 
to  pay  their  producers  the  weighted  average  price  published  by  the 
administrator.  This  practice  was  stopped  when  the  market  admin- 
istrator discontinued  publishing  the  average  price  for  each  month. 
However,  the  blended  price  paid  by  each  distributor  has  been  pub- 
lished, and  each  individual  producer  can  thus  determine  the  amount 
of  money  he  should  receive  for  his  milk  after  his  hauling  costs  are 
deducted.  If  a distributor  does  not  pay  his  producers  the  blended 
price  as  published  by  the  market  administrator,  the  producers  can 
ask  for  an  investigation.  The  Federal  market  administrator  of  St. 
Louis  is  of  the  opinion  that  the  producers  generally  are  satisfied 
with  the  individual-distributor  pool  in  sjnte  of  what  may  seem  to  be 
an  injustice  to  those  producers  who  receive  lower  prices  than  other 
producers. 

Practical  application  of  the  base  and  surplus  plan  froin  October 
1930  to  July  1933. — For  each  of  the  months  of  October,  November, 
and  December  1930,  milk  settlements  under  the  plan  devised  by  the 
Sanitary  Milk  Producers,  Inc.,  and  the  distributors  cooperating  with 
them  were  calculated  as  follows:  The  total  milk  receipts  of  all  the 
cooperating  distributors  were  added  together  and  the  total  pounds 
of  their  fluid  milk  sales  (less  the  quantity  sold  for  manufacturing 
purposes)  wei'e  added  together.  The  total  pounds  of  fluid  milk 
sales  were  then  divided  by  the  total  receipts  to  determine  the  per- 
cent of  receipts  sold  as  fluid  milk.  The  quantity  of  milk  delivered 
by  each  proflucer  was  then  multiplied  by  this  percentage  figure  to 
determine  the  quantity  of  milk  to  be  paid  for  as  basic  inilk.  A 
quantity  equal  to  this  basic  quantity  of  milk  was  to  be  paid  for  as 
no.  1 surplus : ® all  the  remaining  milk  delivered  was  paid  for  as  no. 
2 surplus.*  The  three  prices  paid  were  for  3.5  percent  milk  f.  o.  b. 
country  station,  with  4 cents  per  hundredweight  added  or  subtracted 
for  each  tenth  of  1 percent  of  the  butte i-f at  test  above  or  below  3.5 
percent. 

In  1931  each  producer  was  allotted  a monthly  base,  which  was 
calculated  as  follows:  The  total  quantity  of  fluid-milk  sales 
(less  the  quantity  sold  for  manufacturing  purposes)  of  all  the 
distributors  buying  from  the  cooperative,  for  the  last  6 months 
of  1930,  was  "divided  by  the  total  quantity  of  milk  receipts 
of  these  distributors  for  the  same  period  to  determine  the  per- 
centage of  total  milk  receipts  sold  as  fluid  milk.  This  figure 
was  46  percent.  The  total  of  each  producer’s  deliveries  for  the 
last  6 months  of  1930  was  divided  by  six;  the  quotient  multiplied 


8 Called  class  II  under  the  plan,  as  heretofore  described  In  this  section. 
* Called  class  III  under  the  plan,  as  heretofore  described  in  this  section. 
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by  46  percent  resulted  iq,what  was  known  as  the  1930  monthly  base, 
which  was  used  for  1931  milk  settlements. 

For  each  of  the  12  months  of  the  year  1931  each  distributor 
calculated  his  individual  milk  settlements  with  producers  as  follows: 
The  quantity  of  fluid-milk  sales  (less  the  quantity  sold  for  manu- 
facturing purposes)  was  divided  by  the  total  quantity  of  allotted 
producers’  1930  bases  to  determine  the  percent  of  allotted  1930  bases 
sold  as  fluid  milk.  The  percentage  figure  multiplied  by  each  pro- 
ducer’s allotted  1930  base  gave  the  quantity  of  milk  to  be  paid  for 
as  base  milk;  an  equal  quantity  of  each  producer’s  milk  delivered 
was  paid  for  as  no.  1 surplus ; the  balance  of  the  milk  delivered  was 
paid  for  as  no.  2 surplus. 

The  producer  base  used  in  milk  settlements  during  the  year  1932 
was  an  average  of  1930  and  1931  bases  and  was  calculated  as  fol- 
lows: The  total  fluid-milk  sales  of  July,  August,  September,  and 
November  1931  were  divided  by  total  milk  receipts  for  the  respec- 
tive months  to  determine  the  percentage  of  receipts  sold  as  fluid 
milk;  the  figure  was  50  percent.  The  average  milk  deliveries  of 
each  producer  for  July,  August,  September,  and  November  1931  were 
multiplied  by  50  percent  to  determine  what  was  knoAvn  as  the  pro- 
ducer’s 1931  base.  Each  producer’s  1931  base  was  added  to  his 
1930  base,  and  the  sum  divided  by  two  was  the  base  figure  to  be  used 
for  the  year  1932. 

The  distributors  used  the  same  method  of  calculating  monthly 
milk  settlements  during  1932  as  they  used  during  1931. 

The  producer  base  used  in  milk  settlements  beginning  in  January 
1933  was  the  average  of  1930,  1931,  and  1932  bases.  The  1932  base 
was  calculated  from  the  records  of  July,  August,  Sef)tember,  and 
November  1932. 

During  the  first  6 months  of  1933  dealers  continued  to  follow  the 
method  used  in  1931  and  1932  in  calculating  monthly  milk  settle- 
ments. 

In  theory,  at  least,  it  would  seem  that  the  method  used  by  the 
distributors  in  calculating  the  quantity  of  milk  to  be  paid  for  at 
the  base  would  result  in  their  paying  the  base  price  for  quantities 
of  milk  equal  to  the  fluid-milk  sales  (less  the  quantities  sold  for 
manufacturing  purposes).  Two  St.  Louis  distributors,  however,  sold 
substantial  quantities  of  bottled  fluid  milk  on  retail  and  wholesale 
routes,  Avhich  were  paid  for  at  surplus  milk  prices,  during  the  year 
1932  and  the  first  6 months  of  1933.  In  this  period  two  distributors 
sold  2,392,369  quarts  of  milk,  paid  for  at  surplus  milk  prices,  as 
bottled  fluid  milk.,  and  this  quantity  was  over  6 percent  of  their 
total  bottled-milk  sales  for  the  entire  period.  Furthermore,  it  should 
be  noted  in  particular  that  the  quantity  mentioned  is  only  bottled 
milk.,  and  it  is  reasonable  to  suppose  that  the  quantity  of  fluid  milk 
sold,  but  paid  for  at  class  III  prices,  would  be  still  larger  if  the 
calculation  was  made  on  bulk  milk  as  well  as  on  bottled  milk. 

A detailed  examination  of  the  milk  settlements  of  the  two  St, 
Louis  distributors  for  the  month  of  June  1933  revealed  270,833 
quarts  of  milk  paid  for  at  surplus  prices  and  sold  as  bottled  fluid 
milk.^  These  sales  of  surplus  milk  in  bottles  were  possible  because, 
first,  the  total  allotted  base  used  in  calculating  the  percent  of  indi- 


^Bottled  fluid-milk  sales  included  such  sales  on  retail  and  wholesale  routes  onb\ 


100  DISTRIBUTION  AND  SALE  OF  MILK  AND  MILK  PRODUCTS 

vidual  producer  bases  to  be  paid  for  at  the  class  I price  included  the 
allotted  bases  of  producers  who  did  not  shi])  milk  that  month;  sec- 
ond, some  of  the  ])roducers  that  did  ship  milk  did  not  ship  the  quan- 
tity allowed  by  their  respective  bases. 

The  percent  of  the  individual  producer  base  to  be  paid  for  at  the 
class  I price  was  calculated  by  dividing:  the  total  fluid-milk  sales 
(less  milk  sold  for  manufacturing  purposes)  by  total  allotted  pro- 
ducer bases.  Obviously,  the  greater  the  total  allotted  base  figure 
(livided  into  the  fluid-milk  sales,  the  smaller  would  be  the  ]>ercentage 
figure  to  be  applied  to  each  jn-oducer’s  ba.se.  The  jiractice  of  the 
two  di.stributors  in  including  the  allotted  bases  of  producers  who  did 
not  ship  that  month  as  well  as  the  allotted  bases  of  the  producers 
who  did  ship  meant  that  they  included  unshipped  ])roducer  bases 
equivalent  to  14.8  percent  of  the  total  allotted  base  of  all  their  pro- 
ducers u.sed  in  the  calculations.  The  percent  of  bases  for  which  pro- 
ducers wei’e  to  receive  class  I price  from  these  two  distributors 
was  81.8.  If  the  total  allotted  base  of  only  those  producers  who 
ha<l  actually  shipped  had  been  used  by  these  two  distributors  in 
their  calculation,  the  percent  for  which  they  would  have  paid  the 
class  I jirice  would  have  been  96  percent.  The  use  of  the  81.8- 
percent  figure,  therefore,  obviously  resulted  in  the  two  distributors 
paying  the  class  I price  for  less  milk  than  was  sold  as  fluid  milk. 

Producers  who  ship})ed  less  than  the  amount  of  their  re.spective 
bases  received  the  class  I price  for  the  quantity  of  milk  shipped. 
The  presence  of  such  producers  operated  to  limit  the  quantity  of 
milk  to  be  paid  for  at  the  class  I price.  Producer’s  who  shipped 
more  than  their  respective  bases  received  the  class  I price  for  a 
quantity  equal  to  their  respective  bases,  and  also  the  class  II  price 
for  a quantit}’  of  milk  equal  to  the  quantity  of  their  respective  base.s, 
and  the  surplus  price  for  the  excess.  Many  producers  shipped 
quantities  of  milk  in  excess  of  their  respective  class  I bases  but  not 
in  excess  of  twice  their  class  I base  quantities  and  received  the 
class  II  price  for  the  quantities  shipped  in  excess  of  class  I bases, 
but  not  in  excess  of  twice  the  class  I bases.  The  presence  of  pro- 
ducers who  shipped  less  than  twice  their  respective  bases  also  oper- 
ated to  limit  the  quantity  of  milk  to  be  paid  for  at  the  class  II 
price.®  The  distributors  thus  obtained  milk  purchased  at  class  III 
prices  from  those  producers  that  shipped  in  excess  of  twice  their 
respective  bases  available  for  class  I or  class  II  sales.  This  problem 
of  distributor  advantage  from  the  presence  of  producers  who  shipped 
less  than  their  respective  bases  under  cei’tain  milk-settlement  plans 
was  also  encountered  in  Cincinnati  and  IMiiladelphia.’^ 

Officials  of  the  two  St.  Louis  milk-distributing  companies  dis- 
cus.sed  in  this  section  were  asked  to  explain  how  they  computed 
the  total  bases  used  in  figuring  their  class  I settlements  with  pro- 
ducers. The  explanations  given  by  these  two  distributors  were  sub- 
stantially the  same.  Each  of  the  companies  determined  the  base 
for  each  producer  shipping  to  it.  In  figuring  their  monthly  settle- 
ments with  producers,  each  of  these  distributors  totaled  the  bases 

® This  pronp  of  producers  included  those  that  shipped  less  than  their  bases,  as  well  as 
those  who  shipped  more  than  their  bases  but  less  than  twice  their  bases. 

T See  sec.  14  for  discussion  of  the  Cincinnati  situation  and  H.  Doc.  No.  387,  Report 
of  the  Federal  Trade  Commis.sion  on  the  Sale  and  Distribution  of  Milk  and  Milk 
Products,  issued  in  January  11)36,  pp.  14  to  17,  as  to  the  Philadelphia  situation,  in 
which  the  problem  is  discussed  in  more  detail. 
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of  all  the  producers  to  whom  they  had  allotted  bases,  regardless  of 
whether  or  not  all  these  producers  had  shipped  milk  during  the 
month  in  question.®  An  official  of  one  of  the  two  distributing  com- 
panies said:  “It  has  always  been  understood  between  the  producers 
and  ourselves  that  the  total  allotted  bases  of  all  producers,  whether 
shipping  or  not,  would  be  used  when  comparing  the  total  months’ 
fluid-milk  sales  to  arrive  at  the  percent  of  allotted  base  to  be  used  in 
paying  each  individual  producer.”  The  other  distributor  made  the 
same  contention.  The  first-mentioned  distributor  also  quoted  a 
clause  in  his  company’s  agreement  with  the  Sanitary  Milk  Pro- 
ducers association  to  prove  his  contention,  and  the  clause  in  ques- 
tion provided  that  the  company  was  to  total  the  bases  of  all 

producers.  . , , v 

The  wording  of  the  agreement  between  the  cooperative  and  the  dis- 
tributors is  such  that  the  two  distributing  companies  were  apparently 
within  their  rights  in  their  interpretation  of  the  method  of  comput- 
ing total  bases  for  milk-settlement  purposes.  An  official  of  the  co- 
oi^rative  stated  that  because  all  producers  did  not  produce  their  base 
quota,  some  of  the  distributors  in  St.  Louis  were  enabled  to  use  sur- 
plus milk  in  their  class  I sales.  This  practice  was  one  reason,  ac- 
cording to  this  cooperative  official,  for  changing  from  a base-surplus 
plan  to  a blended-price  plan  of  paying  producers. 

SECTION  18.  POSSIBLE  EFFECTS  OF  RELATIONSHIP  BETAVEEN  CLASS  AND 

BLENDED  PRICES 

The  possible  importance  of  the  relationship  between  the  producer 
price  of  class  I milk  to  the  prices  for  surplus  milk  and  the  consequent 
blended  price  was  indicated  in  the  Commission’s  report  on  the  sale 
and  distribution  of  milk  and  milk  products  submitted  to  Congress 
December  31,  1935.®  In  the  present  report  these  relations  are  pre- 
sented for  Baltimore.  St.  Louis,  and  Boston  for  the  year  1934.  All 
attempts  to  obtain  the  basic  data  necessary  to  compute  the  relation- 
ships for  the  Cincinnati  market  met  with  failure.’® 

Certain  price  relationships  are  shown  in  the  following  tabulation 
for  1934  for  Baltimore,  St.  Louis,  and  Boston : 


Per  quart,  1934 


Baltimore 

St.  Louis 

Boston 

$0.0078 

.0067 

.0187 

$0. 0111 
.006 
.0108 

$0.0158 

.0237 

(0 

I No  class  III  milk  in  Boston  plan. 


The  excess  of  the  class  I price  over  the  blended  price  was  greatest 
in  the  case  of  Boston,  1.58  cents  per  quart,  and  was  smallest  for  Bal- 


sAcconlinir  to  information  piven  to  the  Commission,  many  producers  in  the  St. 
Louis  milkshed  were  frei|uently  in  and  out  of  the  St.  Louis  market  because  of  the 
opportunity  which  frequently  arose  of  selling:  their  milk  to  condensenes  at  prices 
practically  as  favorable,  if  not  as  favorable,  as  those  they  would  have  received  had  they 
shipped  to  St.  Louis. 

0 H.  Doc.  No.  387,  74th  Cong.,  2d  sess.,  pp.  37-39. 

It  is  only  when  atmie  central  orjrani^^ation  in  a market,  such  as  a cooperative.  K^eps 
the  necessary  records  that  the  data  needed  for  the  purpose  at  hand  can  be  obtained. 
In  the  case  of  St.  Louis  the  information  for  only  the  2 years  could  be  obtained. 
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timore,  0.78  cent  per  quart,  with  St.  Louis  occupying  an  intermediate 
position  with  1.11  cents  per  quart.  Boston  also  showed  the  largest 
excess  of  the  blended  price  over  the  class  II  price,  2.37  cents  per 
quart,  while  Baltimore  was  0.67  cent  per  quart,  and  St.  Louis  0.6 
cent  per  quart. 

The  significance  of  these  figures  lies  in  the  fact  that  they  may  be 
closely  related  to  conditions  in  the  three  milksheds.  Baltimore,  with 
close  relationships  betAveen  class  and  blended  prices,  is  a market 
which  was  more  stable  than  either  of  the  other  two  in  1934.  On  the 
other  hand,  conditions  in  the  Boston  market  and  milkshed  in  1934 
were  far  from  stable,  and  a great  deal  more  dissatisfaction  existed 
there  among  producers  and  distributors  than  was  found  in  Balti- 
more. It  is  well  within  the  bounds  of  possibility  that  the  relation- 
ships between  class  and  blended  prices  in  the  Boston  milkshed  have 
had  much  to  do  with  the  unstable  conditions  found  there.  With  an 
excess  of  the  class  I price  o\’er  the  blendi^d  price  of  1.58  cents  per 
quart  in  1934,  the  opportunity  for  flat-price  buyers  to  operate  profit- 
ably w’as  far  greater  than  the  opportunity  afforded  by  the  narrower 
relationship  found  in  Baltimore,  0.78  cent  per  quart.  This  wide 
spread  in  the  Boston  milkshed  also  constitutes  an  incentive  for  pro- 
ducers to  distribute  their  oAvn  milk  and  is  especially  attractive  to  the 
cooperatiA^e  groups  in  the  far  reaches  of  the  milkshed.  The  2.37 
excess  of  the  blended  price  over  the  class  II  price  in  the  Boston 
market  in  1934  also,  perhaps,  contributed  to  the  demoralization  of 
that  market.  It  meant,  in  effect,  that  the  fluid  market  Avas  open  to 
cooperatives  and  independent  milk  plants  throughout  the  area  which, 
no  doubt,  found  that  this  large  excess  was  a source  of  considerable 
profit  to  them.  In  other  Avords,  it  Avas  more  profitable  for  these  milk 
plants  to  buy  milk  in  the  vicinity  of  their  plants  at  manufacturing 
prices  and  ship  it  to  the  Boston  market  to  be  sold  at  a price  which 
was  over  21/^  cents  per  quart  more  than  the  manufacturing  price. 

What  has  been  said  must  not  be  taken  to  mean  that,  merely  be- 
cause price  relationships  between  class  and  blended  prices  in  any 
market  are  narrow,  a stable  condition  Avill  naturally  follow.  A nar- 
roAv  spread.  howeA'^er,  may  well  be  an  important  factor  in  preserving 
market  stability,  although  not  by  any  means  the  only  factor  neces- 
sary to  that  end. 

SECTION  19.  QUANTITIES  OF  MILK  DELIA-ERED  DAILY  BY  PRODUCERS 

There  is  little  doubt  but  that  many  of  those  concerned  Avith  the 
problems  of  the  fluid-milk  industry  haA’e  giA’en  little  attention  to 
the  quantities  of  milk  deliAured  by  individual  producers.  Neverthe- 
less, this  is  an  important  item  in  the  operations  of  a milk-distribut- 
ing business.  The  details  of  handling  the  milk  from  each  producer 
must  be  kept  separately  each  day  of  the  year.  Not  only  must  the 
weight  of  each  lot  be  recorded  but  samples  are  also  taken  and  saA^ed 
for  the  regular  butterfat  test  and  a record  made  of  each  detail  of 
eA’ery  deliA'ery. 

The  number  of  quarts  per  producer  delivered  each  day  to  milk 
distributors  aA^eraged,  in  1935,  for  Baltimore  75  quarts,  for  Boston 
72  quarts,  for  Cincinnati  50  quarts,  and  for  St.  Louis  44  quarts.  The 
usual  milk  can  in  which  producers  deliA^er  milk  to  distributors  con- 
tains 40  quarts.  In  the  Baltimore  area,  therefore,  the  average  de- 
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livery  per  producer  Avas  nearly  two  cans  per  da.y,  Avhile  for  St.  Louis 
the  average  Avas  only  slightly  more  than  one  can  per  day. 

It  is  to  be  regretted  that  time  did  not  permit  an  anah’^sis  of  the 
deliA^eries  of  producers  for  all  markets  such  as  the  folloAving  tabula- 
tion of  the  deliveries  by  producers  to  one  St.  Louis  distributor  in 
June  1933  distributed  according  to  the  number  of  quarts  per  day 
delivered : 


i 


Daiiy  deliveries  (quarts) 

Produc- 
ers in 
each 
group 

Percent 
of  total 

Cumula- 
tive per- 
centages 

0-10 

77 

3.08 

13.11 

11-20 

328 

16. 19 
36.25 
63.99 

21-30. 

502 

20.06 
17.  74 

31-40... 

444 

41-60... 

355 

14. 19 

68. 18 
79. 45 
86.12 
90. 16 

61-00 

282 

11.  27 

61-7a 

167 

6.67 

71-80 

101 

4.04 

81-90- 

64 

2.  56 

92.72 
94.  76 

91-KK) 

51 

2.04 

101-110 

27 

1.08 

' 95. 84 

111-120 

25 

1.00 

96. 84 

121-130 

20 

.80 

' 97. 64 

131-140 

13 

.52 

98, 16 

141-150— 

14 

.56 

98.72 

Over  150  _ _ - _ 

32 

L28 

100.00 

Total- 

2,502 

100.00 

About  54  percent  of  the  milk  delivered  to  this  distributor  came 
from  producers  delivering  from  31  to  40  quarts  per  day  or  less  than 
one  can.  Oi-er  90  percent  came  from  producers  dehvering  less  than 
tAvo  cans  per  day. 

That  niilk  producing  is  a side  line  for  most  producers  supplying 
the  requirements  of  large  distributors  is  further  indicated  by  the  fol- 
lowing tabulation  Avhich  shoAvs  the  number  and  proportion  of  pro- 
ducers receiving  different  sums  per  month  for  their  milk,  as  paid  by 
one  St.  Louis  distributor,  for  June  1933; 


I 

i. 


1' 


Amount  paid 

Number 
of  pro- 
ducers 

Percent 
of  total 

Cumula- 
tive per- 
centage 

0-$l0 

214 

8.55 
32. 89 

i 

$10.0l-$20 

823 

41.  44 

$20.01-$30 

674 

26.  94 

68.38 
84.09 
91. 16 
95.00 
96.  76 

$30.01-$40— 1 

393  1 

15.  71 

$40.01-$50 

177  1 

7.07 
3. 84 

$50. 01-160 

96 

$60.01-$70 

44 

1.  76 

$70.01-$80— 

29 

1. 16 

97.  92 

$80  01-S90 

20 

.80 

98. 72 

$90.01-$100 

16 

. 64 

99.36 

bvf»r«ion 

16 

.64 

1 

100.00 

Total. 

2,502 

100.00 

Less  than  10  percent  of  the  producers  selling  milk  to  this  distribu- 
tor received  more  than  $50  per  month  for  their  milk.  Over  41  percent 
received  less  than  $20  per  month  each,  and  more  than  8 percent  were 
paid  $10  or  less.  In  contrast  are  the  few  producers,  16  in  number, 


^ The  record  of  this  company  was  obtained  for  June  1933,  In  connection  with  another 
phase  of  the  investigation. 

72440—36 8 
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and  less  than  1 percent  of  the  total,  who  received  milk  checks  of  over 
$100  per  month. 

It  is  difficult  to  think  of  the  farmers  producing  these  small  quanti- 
ties of  milk  as  dairy  farmers.  It  would  seem,  rather,  that  milk  is  a 
sideline  to  mo.st  of  those  supplying  milk  to  St.  Louis. 

The  chief  significance  of  this  discu.ssion  is  that  it  serves  to  show 
how  little  is  the  bargaining  power  of  the  average  milk  j)roducer. 
Also,  it  emphasizes  the  need  for  a strong  cooperative  to  protect  the 
interests  of  these  small  producers.  And,  it  might  be  said,  the  statis- 
tics indicate  that  many  of  the  difficulties  of  the  cooperatives  may  be 
due  to  the  necessity  of  gathering  together  large  numbers  of  prixlucers 
in  order  to  gain  control  of  a supply  adequate  to  insure  strength  in 
bargaining  with  distributors. 

Costs  of  inspection  of  farms  producing  milk  are,  of  course,  greatly 
increased  by  the  multitude  of  small  producers.  Also  the  prospects 
of  any  control  authority  satisfying  a substantial  proportion  of  pro- 
ducers in  attempting  to  allocate  bases,  or  to  set  prices,  or  to  perform 
any  service  designed  to  benefit  the  entire  group  of  producers,  cannot 
be  an  easy  task  when  so  many  producers  are  involved,  a large  pro- 
portion of  whom  produce  milk  as  a side  line. 

Chapter  III.  Distributor  Margins  and  Factors  Affecting  Them 

SECTION  1.  GROSS  MARGINS  BY  CLASSES  OF  MILK 

Expl-anation  of  terms  and  methods  of  computation. — The  gross 
profit  margins  of  milk  distributors  are  presented  in  this  report  for 
the  month  of  October  19;i5  by  classes  of  milk  and  milk  products  sold. 
See  the  next  .section  for  a discussion  of  a number  of  practices  affecting 
the  gross  profit  margins  of  milk  distributors. 

Fluid  milk  includes  sales  of  milk  in  bottles  and  in  bulk  at  retail  and 
wholesale,  excluding  milk  sold  for  manufacturing  purpo.ses  and  spe- 
cial grades  of  milk  purchased  in  bottles.  Fluid  cream  includes  cream 
sold  in  bottles  and  in  bulk  at  retail  and  wholesale,  after  deducting 
cream  sold  for  manufacturing  jmrposes.  ‘‘Other  classes”  of  milk 
include  special  grades  purchased  in  bottles,  fluid  milk  and  fluid  cream 
sold  for  manufacturing  jmrposes,  and  other  milk  jiroducts  such  as 
buttermilk,  chocolate  milk,  butter,  cheese,  ice  cream,  ice  cream  mix. 
and  condensed  and  powdered  milk  products.  Xonmilk  products  sold, 
such  as  orange  drink,  eggs,  etc.,  are  eliminated  from  the  gross  profit 
margin  calculation. 

In  the  selection  of  the  month  of  October  as  the  period  for  which  to 
present  gross  margins,  the  Commission  was  guided  by  the  generally 
expressed  ojiinion  that  this  was  a rejiresentative  month  in  the  milfe 
industry.  Constant  changes  in  market  conditions,  however,  prohibit 
the  assumption  that  such  data  are  rejiresentative  of  conditions  for  a 
longer  jieriod,  and  lack  of  time  and  funds  prevented  the  Commission 
from  procuring  gross  margins  per  unit  on  an  annual  'basis. 

For  slightly  over  2 months,  including  October  1935,  the  price 
of  milk  on  retail  routes  in  the  city  of  St.  Louis,  INIo.,  was  10  cents 
]>er  quart.  The  price  in  effect  for  the  months  jireceding  and  follow- 
ing this  jieriod  was,  at  times  11,  and  more  generally,  12  cents  jier 
(juart.  These  consumer  jirices  bore  no  relation  to  changes  in  the 
class  I price  received  by  producers,  which  equalled  $2  per  hundred- 
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weight  for  milk  testing  3.5-percent  butterfat  content,  during  Jan- 
naiy.  February,  and  the  first  4 days  of  March,  and  $2.25  jier  hundred- 
weight for  the  remainder  of  the  year  1935.  The  October  gross 
margin  jier  quart  on  fluid  milk  for  this  market,  therefore,  will  be 
lower  to  a marked  degree  than  that  existing  during  the  greater  jiart 
of  the  year. 

In  view  of  the  foregoing,  it  is  important  to  emphasize  again  the 
fact  that  all  data  presented  herein  jiurport  to  disclose  only  the 
conditions  in  existence  for  a jiarticular  period — namely,  the  month 
of  October  1935. 

Regulations  within  particular  markets  governing  settlement  plans 
with  producers  were  used  as  the  basis  for  comjiuting  purchase  costs 
by  classes  of  milk. 

. In  the  case  of  the  Baltimore  market  the  dealers  paid  23  cents 
per  gallon  for  all  milk  of  4-percent  butterfat  content  used  in  their 
business.  In  actual  settlements  with  producers,  who  are  members 
of  the  cooperative  organization,  payments  are  made  on  a class-price 
plan.  An  adjustment  is  then  computed  between  the  actual  amount 
paid  under  the  class  prices  and  the  amount  which  the  producers,  as 
a whole,  would  have  received  from  a flat  price  of  23  cents  per 
gallon.  The  amount  of  this  adjustment  represents  the  dealers’  jiay- 
ment  to,  or  from,  the  producers’  coojierative  organization.  Xon- 
members  of  the  cooperative  receive  a flat,  price  for  all  milk  deliv- 
ered,^* 

Apparently,  resale  prices  of  fluid  cream  in  this  marketing  area 
are  sufficiently  high  to  compensate  the  dealer  for  the  comparatively 
high  cost  of  milk  to  be  used  in  the  sale  of  fluid  cream.  Gross  mar- 
gins for  the  Baltimore  market  have  been  computed  by  using  the  23 
cents  per  gallon  as  the  basis  of  purchase  costs  for  all  classes.  The 
sjiread  per  quart  on  fluid  milk  will  be  slightly  increased  and  fluid 
cream  spread  per  quart  of  milk  eqiiivalent  will  be  greatly  decreased, 
therefore,  as  comjiared  with  that  which  would  be  shown  if  purchase 
costs  were  based  on  a class-price  plan  as  in  the  other  markets 
discussed. 

Settlement  plans  in  St.  Louis,  Cincinnati,  and  Baston  are  based 
on  utilization  of  milk  by  classes,  and  jnirchase  costs  are,  therefore, 
calculated  from  class  prices.  The  Boston  market  regulations 
.specify  only  two  chnsses — fluid  milk  and  all  other  milk  products.  In 
determining  purchase  costs  of  fluid  cream,  all  milk  purcha.red  from 
producers  in  excess  of  fluid-milk  requirements  was  considered  utilized 
in  the  sale  of  fluid  cream.  Cream  purchased  from  other  dealers  sup- 
jilied  the  additional  quantity  necessary  to  satisfy  the  fluid-cream 
sales  volume. 

Purchase  costs  for  all  jiroducts  delivered  at  the  city  jn-oce.ssing 
plants  are  based  on  the  f.  o.  b.  prices  at  these  plants.  lii  the  case  of 
companies  operating  country  receiving  stations  the  purchase  costs 
of  the  materials  delivered  to  these  stations  are  ba.sed  on  the  delivered 
prices  at  the  station,  increased  by  the  actual  hauling  costs  incurred 


12  The  number  of  these  nonmember  producers  included  in  this  study  is  small  and 
the  quantity  of  milk  supplied  by  them  is  insignificant. 

12  The  discussion  throughout  this  section  in  respect  to  Boston  is  based  on  fluid  milk 
sales  in  the  Boston  market  while  fluid  cream  and  “other  classes  of  milk’*  also  cover 
sales  of  the  Boston  distributor  in  neighboring  cities.  The  distributors  had  to  separate 
their  sales  of  fluid  milk  for  the  purpose  of  reporting  to  the  Boston  market  administrator 
but  were  not  required  to  separate  other  sales. 
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in  transporting  the  products  to  the  city  processing  plants.  This 
method  of  determining  costs  is  used  in  order  to  obtain,  for  all  mar- 
kets, gross  margins  on  milk  products  sold,  reflecting  the  amount  ob- 
tained by  the  dealers  to  cover  profits  and  operating  expenses,  includ- 
ing all  receiving  costs. 

Purchase  costs  for  milk  sold  as  fluid  milk  and  milk  sold  as  fluid 
cream  are  governed  by  the  pounds  of  butterfat  sold  in  the  respective 
classes.  For  example,  it  is  appai’ent  that  a company  purchasing  a 
volume  of  milk  equal  in  quarts  to  the  volume  of  milk  sold,  but  of  a 
higher  butterfat  content  per  quart  than  that  of  the  milk  sold,  has 
purchased  an  excess  quantity  of  butterfat  that  must  have  been  util- 
ized in  some  other  of  the  milk  products  sold.  The  cost  of  this  excess 
quantity  of  butterfat  is  not  included  in  the  cost  of  the  fluid  milk 
sold  but  is  a part  of  the  cost  of  other  milk  products  sold.  Con- 
versely, a company  purchasing  milk  equal  in  volume  to,  but  of  a 
lower  butterfat  content  than  that  of  the  milk  sold  has  added  a quan- 
tity of  butterfat  to  the  milk  sold,  the  cost  of  which  additional  but- 
terfat is  included  in  the  costs  of  such  fluid  milk  sales. 

For  “other  classes”  of  milk,  purchase  costs  are  subdivided  into  two 
classifications:  (1)  Milk  products,  embracing  milk  purchased  for 
manufacture  into  products  other  than  fluid  milk  and  cream  as  well 
as  manufactured  or  partly  manufactured  milk  materials,  and  (2) 
nonmilk  products  such  as  sugar,  salt,  flavorings,  etc.,  used  in  the 
manufacture  of  milk  products.  The  purchase  cost  of  the  manufac- 
tured and  partly  manufactured  materials  includes  values  in  excess 
of  the  raw  milk,  such  values  having  been  added  by  costs  of  manu- 
facturing. To  the  extent  of  these  additional  values  the  distributors' 
purchase  cost  per  quart  of  milk  equivalent  is  in  excess  of  the  prices 
realized  by  the  producers  for  that  part  of  their  milk  that  is  bought 
by  the  distributor  for  manufacturing  purposes. 

All  inventory  changes  and  the  costs  of  materials  represented  by 
mechanical  losses  are  included  in  the  cost  of  “other  classes”  of  milk. 
Obviously  mechanical  losses  occur  in  all  classes.  However,  market 
regulations  in  three  of  the  cities  included  in  this  study  provide  for 
the  payment  for  a quantity  of  milk  in  the  higher  classes  equal  to 
the  actual  sales  in  the  respective  classes.  This  results  in  the  milk 
losses  involved  in  handling  being  paid  for  in  the  lowest  class,  instead 
of  in  the  class  in  which  they  actually  occur. 

The  gross  spread  was  apportioned  between  nonmilk  products  and 
milk  products  on  the  basis  of  the  relation  of  the  purchase  value  of 
each  of  the  total  purchases.  This  was  done  in  order  that  any  in- 
creases in  value  due  to  the  addition  of  a product  having  no  milk 
equivalent  would  not  be  reflected  in  the  spread  per  quart  on  milk 
products. 

Unit  margins  hy  classes  of  milk. — The  following  table  presents 
the  gross  spread  in  cents  per  quart  of  milk  and  milk  equivalent  by 
classes  of  milk  for  the  month  of  October  1935.^® 

Boston,  Cincinnati,  and  St.  Louis. 

^ Purchases,  sales,  and  gross  margins  are  presented  in  total  and  per  unit  in  a later 
section  of  this  report  with  a detailed  discussion  of  the  factors  affecting  the  margins  in 
each  of  the  four  markets  covered  by  this  inquiry. 
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fABLE  1. — Unit  margins  hy  classes  of  milk,  Baltimwe,  Cincinnati,  Louis,  and 

Boston,  October  19So 


Class  of  milk 

1 Balti- 
more 
company 
(cents 
per 
quart) 

4 Cin- 
cinnati 
compa- 
nies 
(cents 
per 

quart)  | 

3 St. 
Louis 
compa- 
nies 

(cents  1 
per  1 
1 quart) 

1 Boston 
company 
(cents 
per 

quart) 

Fluid  milk 

Fluid  cream 

Other 

5. 21 
3. 54 
5. 03 

5.90 
4.  32 
2. 64 

(0  ' 
2.68  j 
2. 44 

5.13 

2.58 

.80 

Average 

5. 02 

4.28 

3.41 

3.  35 

* The  gross  margin  on  fluid  milk  was  4.34  cents  per  quart  for  the  3 St.  Louis  companies.  This  narrow 
spread  resulted  from  the  low  price  per  quart  of  milk  on  retail  routes  prevailing  in  that  market  during  Octo* 
her.  The  figures  are  not  shown  in  the  table  in  order  to  prevent  its  use  without  the  necessary  explanation 
for  what  is,  in  fact,  a gross  margin  below  that  which  normally  would  be  found.  The  average,  of  course,  is 
also  affected. 

For  the  four  markets,  the  one  Baltimore  company  had  the  highest 
average  margin  per  quart  of  milk  and  milk  equivalent  on  all  milk 
products  sold.  This  was  owing  chiefly  to  a margin  per  quart  of 
milk  equivalent  on  products  other  than  fluid  milk  and  fluid  cream 
greatly  in  excess  of  that  enjoyed  in  any  of  the  other  three  cities. 
Also,  gross  spreads  per  quart  of  milk  and  milk  equivalent  on  fluid 
milk  and  fluid  cream  were  relatively  high. 

The  four  Cincinnati  distributors  had  an  average  irross  margin  on 
all  milk  products  equal  to  $0.0428  per  quart  of  milk  and  milk  equiva- 
lent, or  over  seven-tenths  of  a cent  per  quart  less  than  the  Baltimore 
company.  The  spreads  per  quart  of  milk  and  milk  equivalent  on 
fluid  milk  and  fluid  cream  for  the  Cincinnati  companies  were  the 
highest  of  the  four  markets  covered.  The  spread  per  quart  of  milk 
equivalent  on  otlier  products  sold,  however,  although  in  excess  of 
St.  Louis  and  Boston,  equaled  only  slightly  more  than  50  percent 
of  the  corresponding  figure  for  the  Baltimore  company. 

The  gross  margin  per  quart  for  all  milk  products"  sold  by  three 
St.  Louis  companies  was  $0.0341  for  the  month  of  October  1935. 
This  is  only  about  80  percent  of  the  corresponding  margin  for  the 
four  Cincinnati  companies  and  not  quite  68  percent  of  the  Baltimore 
spread  on  all  milk  products.  The  reasons  for  these  differences  are 
the  abnormally  low  spread  per  quart  on  fluid  milk  in  St.  Louis,  due 
to  the  low  retail  price  there  in  October  1935,  as  previously  explained, 
and  relatively  small  margins  on  fluid  cream  and  other  products. 

One  Boston  company  had  an  average  spread  of  $0.0335  per  quart 
of  milk  and  milk  equivalent  on  all  milk  products  sold.  This  was 
the  lowest  of  any  market  included  herein  and  reflects  the  exceed- 
ingly narrow  margin  on  products  other  than  fluid  milk  and  cream 
as  well  as  a lower  spread  per  quart  of  milk  equivalent  on  fluid  cream 

than  existed  in  any  of  the  three  other  cities. 

_ 

Purchases.)  sales,  and  margins  hy  classes  of  milk. — In  the  follow- 
ing pages,  tables  are  presented  which  show  the  purchases,  sales,  and 
gross  spread  both  in  total  and  per  quart  for  the  following  companies 
for  the  month  of  O'ctol^er  1935:  One  Baltimore  company,  four 
Cincinnati  companies,  three  St.  Louis  companies,  and  two  Boston 
companies. 
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Table  2.  Gross  profit  margin  hy  classes  of  products  sold,  1 Baltimore  company, 

Ocloher  lOSo 


Class  of  milk 

Quarts  of 
milk  or 
milk 

equivalent 

sold 

Purchases 

Nonmilk 

products 

(amount) 

Milk  products 

Total 

purchases 

(amount) 

Amount 

Per  quart 

Fluid  milk 

4, 253,  628 
540,  595 
593,  231 

$224,  599. 32 
28, 544.41 
I 33, 980. 65 

$0. 0528 
.0528 
1. 0573 

$224, 599. 32 
28, 544.41 
35, 846.  95 

Fluid  cream 

Other.. 

$1,8^.  30 

Total  and  average . 

5, 387, 454 

1,866.30 

287, 124. 38 

.0533 

288, 990.  68 

Class  of  milk 

Sales 

Gross  spread 

Amount 

Per  quart 

Nonmilk 
produ(^ts 
(amount)  i 

Milk  products 

Total 

amount 

Amount 

Per  quart 

Fluid  milk 

$446, 260.  78 
47, 660. 54 
67,335.74 

$0. 1049 
.0882 

$221,661.46 
19,116.13 
a 29, 849. 39 

$0. 0521 
.0354 
>.0503 

$221,661.46 
19,116. 13 
31,488.  79 

Fluid  cream 

Other 

Total  and  average 

2$1, 639  40 

561, 257. 06 

1, 639.  40 

270, 626. 98 

.0502 

272, 266. 38 

> Includes  some  manufactured  milk  products. 

* Gross  spread  apportioned  between  milk  products  and  nonmilk  products  on  the  basis  of  the  relation 
of  the  purchase  value  of  each  to  total  purchases. 


Tlie  gross  spread  per  quart  on  all  milk  products  sold  by  one  Balti- 
more company  for  the  month  of  October  1935  was  $0.0502  on  a 
volume  of  business  of  5,387,45-t  quarts  of  milk  and  milk  equivalent. 
This  relatively  high  gross  spread  on  all  milk  products  sold  is  due 
chiefly  to  the  high  proportion  of  milk  and  milk  equivalent  sold  as 
fluid  milk  in  comparison  with  the  total  milk  and  milk  equivalent 
sold,  fluid  milk  sales  accounting  for  approximately  79  jiercent  of 
both  the  total  volume  and  total  dollar  sales.  The  purchase  cost  per 
quart  of  milk  sold  as  fluid  milk,  as  it  will  be  noted,  is  equal  to  the 
purchase  cost  per  quart  of  fluid  milk  sold  as  fluid  cream  ($0.0528). 
This  is  due  to  the  fact  that  a flat  price  of  23  cents  per  gallon  was 
]>aid  for  all  milk  purchased  regardless  of  its  utilization,  as  has  been 
previously  explained.  The  purchase  cost  per  quart  of  milk  used  in 
“other  classes”  of  milk  products  is  in  excess  of  that  shown  for  the 
above-mentioned  clas.ses,  due  to  the  inclusion  of  mechanical  losses, 
inventory  change,  and  iHirchases  of  manufactured  or  partly  manu- 
factured milk  products. 

A large  quantity  of  skim  milk  is  retained  by  the  Baltimore  dis- 
tributor from  the  separation  of  surplus  milk  into  cream  which  cream 
is  sold  by  the  distributor  as  agent  for  the  Maryland  Cooperative 
Milk  Producers,  Inc.  (See  ch.  II,  sec.  7.)  The  realization  on  the 
sale  of  products  manufactured  from  this  skim  milk,  which  bears 
no  raw  material  purchase  cost,  is  reflected  by  an  increase  in  the  gross 
spread  on  “other  classes”  of  milk  as  well  as  the  total  gi-oss  spread  on 
all  milk  products. 

Freight  and  cartage  deductions  from  producers  in  excess  of  actual 
hauling  costs  (see  sec.  2),  and  deductions  made  to  cover  expenses 
incui-red  in  operating  country  receiving  stations  are  factors  operat- 
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ing  to  lower  the  purchase  cost  in  all  classes  and  thereby  increase 
the  gross  spread.  Aj)proximately  62  percent  of  the  total  milk  pur- 
chased from  producers  was  delivered  at  country  receiving  stations, 
during  the  month  of  October  1935  and,  for  this  reason,  the  effect  of 
these  deductions  is  marked. 

As  the  four  Cincinnati  companies  do  not  operate  any  country  re- 
ceiving stations,  all  purchase  costs  are  based  on  f.  o.  b.  prices  at  city 
processing  plants.  As  a result,  no  part  of  the  amount  of  the  gross 
sjiread  is  retained  by  the  distributors  in  this  market  to  cover  costs 
of  receiving  milk  at  country  plants.  It  is  important  that  the  lack 
of  this  expense  be  noted  in  a comparison  of  spreads  between  the 
Cincinnati  market  and  markets  in  which  a part  of  the  milk  is  deliv- 
ered in  the  country.  A deduction  from  producers  made  by  one  dis- 
tributor for  hauling  from  one  city  processing  plant  to  another  is 
reflected  in  the  purchase  costs  of  all  classes.^® 


Table  3. — Gross  profit  margin  bg  classes  of  products  soUU  -i  Cincinnati 

companies,  October  19.io 


Class  of  milk 

1 

Quarts  of 
milk  and 
milk  equiv- 
alent sold 

Purchases 

Nonmilk 

products 

(amount) 

Milk  products 

Total 

purchases 

(amount) 

Amount 

Per  quart 

, Fluid  milk 

2,  230,  739 
506.  548 
2,  208, 989 

! 

$98, 665.  43 
18.  548.  65 
1 73, 606. 44 

$0. 0442 
.0366 
j 1.0333 

$98, 665.  43 
18,  548.65 
78,033. 97 

Fluid  cream 

Other 

1 $4, 367. 53 

Total  and  average 

' 4,946,276 

! 4, 367. 53 

190, 880.  52 

.0386 

195. 248. 05 

Class  of  milk 

Sales 

Gross  spread 

Amount 

• j 

Per  quart 

Nonmilk 

products 

(amount) 

Milk  products 

^ Total 
amount 

1 

Amount 

Per  quart 

Fluid  milk 

$230, 209. 99 
40, 432. 29 
140, 100. 82 

$0. 1032 
.0798 

$131,  544.  56 
21.883.64 
2 58,  276. 10 

$0. 0590 
.0432 
2. 0264 

.$131,544.  56 
21, 883.  64 
62,066.85 

Fluid  cream 

Other 

> $3, 790. 75 

Total  and  average 

410, 743. 10 
1 ' 

3,  790.  75 

211,704.30 

.0428 

215, 495. 05 

I Includes  some  manufactured  milk  products. 

* Gross  spread  apportioned  between  milk  products  and  nonmilk  products  on  the  basis  of  the  relation 
of  the  purchase  value  of  each  to  total  purchases. 


On  all  milk  products  sold  by  four  companies  distributing  milk  in 
Cincinnati  tlie  gross  spread  for  October  1935  was  $0.0428  per  quart 
on  a volume  of  business  of  4,946,270  quarts  of  milk  and  milk  equiva- 
lent. Of  the  total  quarts  of  milk  and  milk  equivalent  sold  b}"  the 
Cincinnati  companies  fluid  milk  represented  only  54  percent  as  com- 
pared with  approximately  79  jiercent  for  the  Baltimore  company, 
indicating  the  smaller  effect  this  class  has  in  Cincinnati  on  the  total 
spread  on  all  milk  products  sold. 

The  manufacture  and  sale  of  ice  cream  by  one  Cincinnati  com- 
pany, however,  makes  the  per  quart  spread  on  milk  sold  other  than 

“ In  this  connection  it  should  be  pointed  out  that  Cincinnati  distributors  sold  sub- 
stantial quantities  of  butterfat  paid  for  at  butterfat-differential  prices  in  class  I and 
class  II.  (See  sec.  2.) 
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as  fluid  milk  or  fluid  cream  higher  than  it  would  be  in  the  absence 
of  such  manufacturing,  because  of  the  relatively  high  gross  margin 
on  ice  cream  when  reduced  to  a milk  e([uivalent  basis.  The  inclu- 
sion in  the  purchase  cost  for  one  company  of  a large  quantity  of 
butter  transferred  from  a butter  division,  operated  by  that  com- 
pany, at  a price  below  market,  tends  to  decrease  the  purchase  cost 
per  quart  of  milk  equivalent  on  “other  classes”  of  milk. 

Each  of  the  three  St.  Louis  milk  dealers,  for  which  data  are  pre- 
sented in  the  report,  received  a part  of  his  milk  at  country  receiving 
stations.  No  deductions  are  made  from  producers  to  cover  dis- 
tributors’ operating  expenses  at  these  stations.  However,  the  amount 
of  these  expenses,  as  in  other  markets,  must  be  defrayed  out  of  the 
gross  spread.  Deductions  from  producers  to  cover  freight  and  cart- 
age from  the  country  plants  to  city  processing  plants  and  actual  costs 
incurred  in  such  hauling  are  reflected  in  purchase  costs  of  all  classes 
of  milk  and  milk  products.  The  prices  used  as  a basis  for  purchase 
costs  per  quart,  therefore,  differ  from  prices  f.  o.  b.  city  processing 
plants  only  to  the  extent  that  actual  hauling  costs  vary  from  deduc- 
tions made  to  cover  such  hauling.  (See  sec.  2.) 

The  gross  spread  per  quart  on  all  milk  products  sold  by  three  St. 
Louis  milk  companies  was  $0.0341  on  a volume  of  business  of 
11,460.541  quarts  of  milk  and  milk  e<iuivalent — the  resultant  of 
spreads  on  fluid  milk,  fluid  cream,  and  other  milk  products  of 
$0.0434,  $0.0268,  and  $0.0244  per  quart  of  milk  and  milk  equivalent, 
respectively. 


Table  4. — Gross  profit  margin  hy  classes  of  products  sold,  3 St.  Louis  companies, 

October  193.5 


Class  of  milk 

Quarts  of 
milk  or 
milk  equiv- 
alent sold 

Purchases 

Nonmilk 

pro«lucts 

(amount) 

Milk  products 

Total  pur- 
chases 
(amount) 

Amount 

Per  quart 

Fluid  milk,. 

5, 637,471 
1,914, 867 
3,908, 203 

$282,963.98  ! 

61, 386. 33 
3 149, 592. 13 

$0.0502  ' 
.0321 
*.  0383 

$282, 963. 98 
61,386. 33 
155, 754. 96 

Fluid  cream 

Other 

$6, 162. 82 

Total  and  average 

11,460,  541 

6, 162. 82  ! 

493. 942. 44 

.0431 

500, 105.20 

Class  of  milk 

Sales 

Gross  spread 

Amount 

Per  quart 

Nonmilk 

products 

(amount) 

Milk  products 

Total 

amount 

Amount 

Per  quart 

Fluid  milk 

Fluid  cream 

Othpr 

$527,535.12 
112, 705. 43 
254,974.  57 

$0. 0936 
.0589  , 

3 $4, 049. 33 

$244,571. 14 
51,  319. 10 
3 95, 170.  29 

(0 

$0. 0268 
3. 0244 

$244,571. 14 
51,319. 10 
99, 219. 62 

Total  and  average 

895, 215. 12 

4,049. 33 

391,060.53 

.0341 

395, 109. 86 

I The  gross  margin  on  fluid  milk  was  $0.0434  per  quart  for  the  St.  Louis  companies.  This  narrow  spread 
resulted  from  the  low  price  per  quart  of  milk  on  retail  routes  prevailing  in  that  market  during  October. 
The  figures  are  not  shown  in  the  table  in  order  to  prevent  its  use  without  the  necessary  explanation  for  what 
is,  in  fact,  a gross  margin  below  that  which  normally  would  be  found. 

> Includes  some  manufactured  milk  products. 

* Gross  spread  apportioned  between  milk  products  and  nonmilk  products  on  the  basis  of  the  relation  of 
the  purchase  value  of  each  to  total  purchases. 
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Quarts  of  fluid  milk  sold  by  the  three  St.  Louis  distributors 
equaled  approximately  49  percent  of  total  quarts  of  milk  and  milk 
equivalent  sold  in  all  classes. 

As  in  Cincinnati,  and  for  the  same  reasons,  the  manufacture  and 
sale  of  ice  cream  by  one  St.  Louis  distributor  increases  the  gross 
spread  on  “other  classes”  of  milk  and  on  all  milk  products  sold. 

As  usable  data  on  all  classes  of  milk  could  be  obtained  for  only 
one  Boston  distributor,  the  gross  spread  per  quart  of  milk  and  milk 
equivalent  for  all  milk  products  sold  is  presented  herein  for  that 
compan}^  separately.  The  gross  margin  on  fluid  milk  is  also  pre- 
sented for  two  companies  combined : 

Table  5. — Gross  profit  margin  by  classes  of  products  sold  October  1935 


ONE  BOSTON  COMPANY 


Class  of  milk 

1 

Quarts  of 
milk  and 
milk  equiv- 
alent sold 

Purchases 

Nonmilk 

products 

(amount) 

• 

Milk  products 

Total  pur- 
chases 
(amount) 

Amount 

Per  quart 

Fluid  milk 

3. 697, 390 
2, 109, 198 
1,941,645 

$225,031. 81 
64, 413. 24 
* 77. 241. 55 

$0.0609 

.0305 

1.0398 

$225,031. 81 
64, 413.  24 
82. 756. 12 

Fluid  cream 

Other 

$5, 514.  57 

Total  and  average 

7, 748. 233 

5, 514. 57 

366, 686. 60 

1 .0473 

372.201.17 

TWO  BOSTON  COMPANIES 


Fluid  milk. 


10,839,286 

$666, 061.  07 

$0.  0614 

$666, 061.07 


ONE  BOSTON  COMPANY 


Class  of  milk 

Sales 

Gross  spread 

Amount 

Per  quart 

1 

Nonmilk 

products 

(amount) 

Milk  products 

Total 

amount 

Amount 

Per  quart 

Fluid  milk 

$414,907. 35 
118,818.88 
99, 362.  79 

$0.1122 

.0563 

$189,875.54  ■ 
54,405. 64 
* 15, 500. 06 

$0. 0513 
.0258 
*.0080 

$189, 875.54 
54,405.64 
16,606.67 

Fluid  cream 

Other 

s $1,  i06. 61 

Total  and  average 

633, 089. 02 

1, 106. 61 

259,781.24 

0.  0335 

260, 887.85 

TWO  BOSTON  COMPANIES 

Fluid  milk 

$1,221,070.62 

$0.1127 

$555,009.55 

$0. 0512 

$555,009.55 

* Includes  some  manufactured  products. 

* Gross  spread  apportioned  between  milk  products  and  nonmilk  products  on  the  basis  of  the  relation  of 
purchase  value  of  each  to  total  purchases. 


Both  Boston  companies  operate  country  receiving  stations  which 
handled  in  excess  of  90  percent  of  the  total  milk  purchased  from 
producers.  Deductions  made  from  producers  delivering  milk  at 
these  country  plants  to  cover  ojierating  expenses,  as  well  as  mainte- 
nance of  cans  to  be  used  in  transporting  milk  to  the  city,  are  reflected 
in  purchase  costs.  The  excess  of  deductions  for  freight  and  cartage 
over  actual  costs  of  hauling  incurred  by  the  distributors  in  trans- 
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porting  materials  to  the  city  processing  plants  (see  sec.  2),  is  another 
factor  operating  to  depress  the  costs  per  quart  shown  below  the 
f.  o.  b.  city  prices  as  is  likewise  a deduction  from  producers  deliver- 
ing milk  direct  to  the  city  plant  of  $0.10  per  hundredweight,  or  about 
$0,002  per  quart,  on  milk  sold  as  fluid  milk. 

The  gross  mai’gin  per  quart  on  all  milk  pi’oducts  sold  by  one 
Boston  milk  dealer  was  $0.0335  on  a total  volume  of  business  of 
7,748.233  quarts  of  milk  and  milk  equivalent.  Spreads  per  quart 
on  fluid  milk,  fluid  cream,  and  other  milk  products  were  $0.0513, 
$0.0258,  and  $0,008,  respectively,  fluid  milk  accounting  for  almost 
48  percent  of  the  total  volume  in  quarts  of  milk  and  milk  equiva- 
lent sold.  The  narrowness  of  the  spread  on  “other  classes”  of  milk 
.sold  is  accounted  for  by  the  high  proportion  of  sales  in  this  class 
of  butter  and  ice  cream  mix — both  products  sold  on  a small  gross 
margin.  Sales  of  skim  milk  products,  on  which  a high  gross  spread 
is  realized,  are  very  small  for  this  Boston  distributor. 

Grofis  margins  per  unit  on  -jixbid  cream. — Gross  margins  per  quart 
of  milk  equivalent  on  fluid  cream  sold  during  the  month  of  October 
1935,  as  shown  in  tables  2 to  5,  were  $0.0354  for  one  Baltimore 
company,  $0.0268  for  three  St.  Louis  companies,  $0.0432  for  four 
Cincinnati  companies,  and  $0.0258  for  one  Boston  company.  These 
spreads  resulted  from  sales  realizations  per  quart  of  milk  equivalent 
of  $0.0882,  $0.0589,  $0.0798,  and  $0.0563  in  the  four  cities  and  pur- 
chase costs  of  $0.0528.  $0.0321,  $0.0366,  and  $0.0305,  respectively,  per 
quart  of  milk  and  milk  equivalent. 

There  is  comparatively  little  difference  between  the  respective 
spreads  on  fluid  ci'eam  in  Boston  and  St.  Louis.  The  Boston  com- 
pany's spread  reflects  a slightly  higher  realization  per  <piart  on  milk 
etjuivalent  on  sales  and  a correspondingly  higher  ]jurchase  cost  than 
do  the  three  St.  Louis  companies.  For  both  markets  purchase  costs 
for  this  class  of  milk  include,  in  addition  to  milk  purchased  from 
producers,  the  value  of  fluid  cream  obtained  from  other  sources. 

In  the  case  of  the  Boston  company,  this  outside  cream  accounts 
for  apj)roximately  45  percent  of  the  total  volume  in  (juarts  of  milk 
equivalent  sold  as  fluid  cream.  The  purchase  cost  ])er  quart  is 
rai.sed  as  a result  of  the  nece.ssity  of  buying  outside  cream  to  be 
used  for  fluid  cream  sales.  This  cream  is  obtained  at  a greater  raw 
material  cost  per  quart  of  milk  equivalent  than  milk  jmrehased  from 
producers  for  utilization  as  fluid  cream. 

Each  of  the  three  St.  Louis  companies  reix>rted  to  the  market 
administrator  that  a part  of  the  outside  cream  purchased  was  used 
in  the  sale  of  fluid  cream.  In  addition,  one  company  reported  frozen 
cream  taken  from  storage  as  used  for  this  purpose.  (See  sec.  2.) 
In  St.  Louis  the  effect  of  using  outside  cream  for  fluid  cream  sales 
is  to  decrease  the  ])urchase  costs  per  (juart  of.  milk  equivalent  in  the 
case  of  two  St.  Louis  distributors  and  to  increase  it  slightly  for  one 
St.  Louis  distributor. 

The  four  Cincinnati  distributors  and  the  one  Baltimore  distribu- 
tor obtained  all  fluid  cream  by  separating  milk  purchased  from  pro- 
ducers. Sales  values  jier  quart  of  milk  equivalent  of  fluid  cream 
sold  in  Cincinnati  and  Baltimore  is  considerably  in  excess  of  that 
enjoyed  in  the  St.  Louis  and  Boston  areas,  due  chiefly  to  higher  sales 
prices  for  cream  prevailing  in  the  former  markets  in  the  month  in 
question.  The  per-quart  gross  margins  on  fluid  cream  for  four 
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Cincinnati  distributors  and  one  Baltimore  distributor  are  relatively 
greater  as  a result  of  these  price  variations. 

Gross  margins  on  fuid  milh  sales. — The  term  “spread”  or  margin 
is  commonly  u.sed  in  discussing  the  situation  within  a given  market 
to  illustrate  the  total  difference  between  purchase  costs  and  sales 
on  which  the  milk  dealer  operates,  this  spread  including  both  operat- 
ing expenses  and  profit,  if  any.  Largely  because  of  the  ab.sence  of 
detailed  figures,  the  usual  and  customary  method  of  presenting  this 
spread  is  to  calculate  the  difference  between  the  retail  quart  price 
of  milk  sold  on  routes  and  the  class  I f.  o.  b.  city  price  paid  the 
jirodiicer.  The  use  of  this  method,  as  pointed  out  in  a })revious 
report, is  open  to  serious  criticism. 

The  wide  variety  of  products  handled  by  large  milk  distributors 
has  been  discussed  in  the  presentation  of  gross  margins  on  all  milk 
jn'oducts  sold.  A more  detailed  analysis  of  this  subject  is  given  in 
the  following  subsection  which  still  further  illustrates  the  fallacy  of 
considering  the  spread  on  bottled  milk  sold  on  retail  routes  as  repre- 
.sentative  of  the  margins  on  the  milk  busineas.  In  addition,  the 
spread  calculated  on  the  basis  of  theoretical  prices  is,  in  itself,  mis- 
leading because  the  actual  spread  enjoyed  l)v  the  distributor  is  never 
in  accordance  with  such  prices,  and  the  differences  are,  frequently, 
if  not  usually,  too  substantial  to  be  ignored. 

The  following  table  presents  the  theoretical  and  actual  spreads 
per  (piart  on  fluid  milk  for  the  month  of  Octobei-  1935  for  the  follow- 
ing companies : One  Baltimore  company,  four  Cincinnati  companies, 
three  St.  Louis  companies,  and  two  Boston  companies : 


Tablk  G. — Theoretical  and  actual  margiust  per  quart  on  fluid  milk  for 

Baltimore,  Cincinnati,  St.  Louis,  and  Bostm,  Oetoher  19,3,5 


City 

1 

1 

IVfilk  , 
butter- 
fat  test 

Theoretical 

Actual 
spread 
r>er  quart 

Purchase 
(f.  0.  b. 
city)  iDer 
hundred- 
weight 

Price  per 
quart 

Retail 
sales 
price  i)er 
quart  (on  | 
routes) 

1 

Spread 
I^er  quart 
(on 

routes) 

Baltimore 

4.0 

4.0 

3.5 

3.7 

$2. 67 
2. 40 
2.  25 
3,02 

Cents 
5.  74 
5.  16 
4.84 
6.49 

Cents 

12 

12 

10 

12 

i Ct  nts 
' 6.26 
6.  84 
5.16 
5. 51 

Cents 
5. 21 
5.90 

0) 

5. 12 

Cincinnati 

St.  Louis 

Boston 

> The  gross  margin  on  fluid  milk  was  4.34  cents  ijer  quart  for  the  3 St.  Louis  companies.  This 
.ytread  resulted  from  the  low  price  per  quart  of  milk  on  retail  routes  prevailing  in  that  market 
per.  The  ng:ures  are  now  shown  in  the  table  in  order  to  prevent  its  use  without  the  necessari 
for  what  is,  m fact,  a gross  margin  below  that  which  normally  would  be  found 


during  Octo- 
' explanation 


For  one  Baltimore  company  the  theoretical  spread  per  quart 
($0.0626)  was  approximately  20  percent  greater  than  the  actual 
spread  on  fluid  milk  ($0.0521).  The  disparity  between  these  figures 
is  owing  chiefly  to  a realization  on  sales,  or  average  sales  price,  con- 
siderably below  the  retail  price.  Although  approximately  89  per- 
cent of  the  total  fluid  milk  sold  is  represented  by  retail  milk  in  bottles, 
a large  quantity  of  relief  milk  (in  excess  of  650.0a)  quarts  during 
the  month)  is  included  therein.  This  relief  milk,  distributed  at  7y, 
cents  per  quart,  in  addition  to  miscellaneous  charity  sales  and  milk 


report  of  the  Federal  Trade  Commission,  H.  Doc.  No.  387,  74th  Cona  *^d  sess  on 
the  Sale  and  Distribution  of  Milk  and  Milk  Products,  Dec.  31,  1935,  p.  105  " 


I 


4 


114  DISTRIBUTION  AND  SALE  OF  MILK  AND  MILK  PRODUCTS 

sold  at  Avholesale  and  in  bulk,  results  in  a sales  realization  of  $0.1049 
compared  with  the  retail  price  of  12  cents  per  quart. 

Purchase  cost  per  quart  is  slightly  below  the  f.  o.  b.  city  price  due 
to  deductions  made  from  producers  to  cover  country  station  operating 
expenses  and  hauling  costs,  as  previously  discussed. 

It  should  be  noted  that  the  theoretical  })rice  is  based  on  milk  of  4- 
percent  butterfat  content.  During  October  1935  milk  purchased 
from  producers  and  sold  to  consumers  averaged  almost  4.2  percent, 
and  the  cost  of  this  additional  butterfat  has  an  increasing  elfect  over 
the  base  price  for  milk  of  4-percent  fat  content. 

The  actual  gross  margin  per  quart  on  fluid  milk  sold  by  four  com- 
panies distributing  milk  in  Cincinnati  was  $0.0590  for  the  month  of 
October.  The  theoretical  spread  of  $0.0684  per  quart  was  almost  16 
percent  in  excess  of  the  actual  margin  per  quart.  As  in  the  case  of 
the  Baltimore  distributor,  this  is  a result  of  a lower  realization  on 
sales  and  a lower  purchase  cost  than  shown  by  the  theoretical  prices. 
Charit3'-milk  sales  at  very  low  prices  amounted  to  about  175,000 
quarts  and  depressed  the  per-quart  return,  although  lower  purchase 
prices  paid  for  milk  sold  to  such  organizations  partially  offsets  the 
effect  of  these  sales  upon  the  spread.  Of  the  total  quarts  of  fluid 
milk  sales,  only  about  63  percent  were  bottled,  indicating  that  whole- 
sale sales,  at  10  cents  per  quart,  and  bulk  sales,  at  approximately  8 
cents  per  quart  haA'e  a relatively  large  effect  upon  sales  in  this 
market. 

In  regard  to  purchase  costs,  the  major  factors  operating  to  reduce 
the  average  price  below  the  class  I f.  o.  b.  city  price  are:  (1)  The 
purchase  of  milk  sold  to  charity  institutions  at  a lower  price  to  pro- 
ducers ; (2)  the  inclusion  of  one  compam\  located  outside  the  market- 
ing area,  purchasing  milk  under  a different  settlement  plan  at  lower 
prices;  and  (3)  the  deduction  from  producers  for  hauling  from  one 
processing  plant  to  another.  Milk  purchased  from  producers  dur- 
ing the  month  of  October  1935  was  of  a butterfat  content  consider- 
ably in  excess  of  the  test  upon  which  the  class  I price  is  based.  As 
the  companies  purchased  only  enough  butterfat  to  satisfy  the  require- 
ments of  the  butterfat  in  the  class  I sales,  they  were  able  to  obtain 
a quantity  of  fat  at  the  differential  price.  The  price  j:)aid  for  butter- 
fat in  excess  of  the  base  test  is  lower  than  the  base  price  per  pound, 
with  the  result  that  purchase  costs  per  quart  are  reduced. 

The  spread  shoAvn  for  the  St.  Louis  market  was  abnormally  low 
during  the  month  of  October,  as  explained  heretofore.  The  theoreti- 
cal spread,  based  on  the  10-cent  per  quart  retail  sales  price  prevailing 
during  the  period  studied,  was  about  19  percent  greater  than  actual 
spread  per  quart  on  fluid  milk.  The  retail  price  of  10  cents  per  quart 
results  in  an  actual  sales  realization  on  fluid  milk  of  only  $0.0936. 
A relativelj'^  low  percentage  of  bottled  retail  sales  to  total  milk  sold, 
about  61  percent,  is  reflected  in  this  figure. 

Purchase  cost  per  quart  was  $0.0018  in  excess  of  the  theoretical 
price  of  $0.0484.  Butterfat  content  in  excess  of  the  3.5-percent  base, 
bonuses  paid  producers,  and  relatively  high  hauling  costs  incurred 
by  dealers  explain  this  increased  unit  purchase  cost. 

" Hypothetical  figures  are  presented  below  to  illustrate  the  possible 
range  in  the  St.  Louis  spread  with  retail  prices  of  11  and  12  cents 
per  quart.  These  higher  sales  prices  were  in  effect  for  the  greater 
portion  of  the  j^ear  1935  with  no  corresponding  increase  in  the  pro- 
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ducer  price  for  class  I milk.  These  hypothetical  spreads  are  based 
on  the  assumption  that  the  realization  on  sales  will  bear  the  same 
relation  to  retail  prices  as  the  actual  sales  realization  for  the  month 
of  October  bore  to  the  retail  price  of  10  cents  per  quart. 


I 


Retail 
sales, 
price  per 
quart 

Theoreti- 

cal 

spread, 

per 

quart  * 

Hypo- 

thetical 

spread, 

per 

quart 

CcnU 

11.00 

12.00 

Ctidn 
6. 16 
7. 16 

C%nU 
5.28 
6. 21 

* PnrchaM  costs  are  based  on  a price  of  $2.25  for  Class  I milk  delivered  f.  o.  b.  city  processine  plants* 
which  was  the  price  for  most  of  1935.  For  the  period  Jan.  1 to  Mar.  4, 1935,  the  Class  I price,  f.  o.  b.  city 
processing  plants,  was  $2  per  cwt. 


It  is  felt  that  these  hypothetical  spreads  probably  represent  a 
closer  approximation  of  margins  enjoyed  under  retail  prices  of  11 
and  12  cents  per  quart  than  would  be  obtained  by  the  mere  addition 
of  1 and  2 cents,  respectively,  to  the  actual  margin  per  quart  for 
October.  These  spreads  are  shown  only  to  illustrate  the  possible 
range  and  must  not  be  used  as  representative  of  actual  conditions. 

The  actual  gross  margin  per  quart  for  two  Boston  companies  was 
$0.0512  compared  with  the  theoretical  unit  spread  of  $0.0551.  There 
IS  less  variance  between  these  figures  (theoretical  spread  7.6  percent 
greater  than  actual)  than  in  similar  data  for  any  other  market  cov- 
ered by  this  study.  Although  sales  of  fluid  milk  in  bottles  on  retail 
routes  constitute  only  about  56  percent  of  the  total  quarts  of  fluid 
milk  in  Boston,  the  retail  price  of  12  cents  per  quart  is  not  greatly  in 
excess  of  the  unit  sales  price  actually  realized  of  $0.1127  per  quart 
Avhen  compared  with  Baltimore  and*  Cincinnati.  Relatively  small 
quantities  of  milk  sold  in  bulk  and  premium  prices  received  from 
sales  of  special  grades  of  milk  contribute  to  the  high  realization  on 
sales. 

The  purchase  cost  is  reduced  below  the  f.  o.  b.  class  I city  price 
by  deductions  made  from  producers  to  cover  receiving  and  can  main- 
tenance expenses  as  well  as  deductions  for  freight  and  cartao’e  in 
excess  of  actual  hauling  costs.  ^ 

The  spreads  per  quart  on  fluid  milk  for  the  four  markets  covered 
in  this  report  are,  with  the  exception  of  Cincinnati,  below  those  pre- 
sented by  the  commission  for  the  Philadelphia  and  Connecticut 
maikets  in  the  Federal  Trade  Commission  report.  House  Document 
No.  387,  Seventy-fourth  Congress,  second  session,  on  sale  and  distri- 
bution of  milk  and  milk  products,  December  31,  1935.  The  latter 
report  disclosed  (see  pp.  104  and  105)  actual  gi-oss  margins  of 
$0.05588  and  $0.05323  on  fluid  milk  sold  in  Philadelphia  and  Con- 
necticut, respectively. 

Anxilysis  of  total  sales  distvihuted  hy  milh  classes  and  "products  — 
Further  data  showing  the  proportions  of  distributors’  sales  ac- 
counted for  by  the  different  classes  of  milk  and  milk  products,  and 
subdivisions  thereof,  are  presented  in  the  following  table  for  Balti- 
more, Cincinnati,  St.  Louis,  and  Boston  for  the  month  of  Octo- 
ber 1935.  This  analysis  is  calculated  on  the  basis  of  the  percent  of 
the  number  of  quarts  of  milk  and  milk  equivalent  sold,  bv  classes  of 
milk,  in  bottles  and  in  bulk,  on  retail  and  wholesale  routes. 


Table  7. — Sales  analysis  for  Baltimore,  Cincinnati,  St.  Louis,  and  Boston  distributors,  October  1935  * 
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Data  were  not  available  to  segregate  wholesale  sales  on  retail  routes.  Such  sales,  however,  arc  generally  insignificant,  although  not  in  the  case  of  the  Baltimore  market 
No  data  available  for  break-down  of  quart-bottle  retail  and  other  bottle  sales. 
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Tlie  percentage  of  quarts  of  fluid  milk  sold  to  total  quarts  of  milk 
and  milk  equivalent  of  all  milk  products  sold  varied  from  a high 
of  approximately  79  percent  for  the  Baltimore  company  to  a low 
of  45  percent  for  the  Cincinnati  companies.  Fluid  cream  consti- 
tuted lOqiercent  of  total  quarts  of  milk  and  milk  equivalent  sold 
for  the  Baltimore  market.  10.2  percent  for  the  Cincinnati  market, 
and  16.7  percent  for  the  St.  Louis  market.  “Other  classes”  of  milk 
ranged  from  about  44.7  percent  of  total  quarts  for  Cincinnati  to 
about  11  percent  for  Baltimore. 

It  is  particularly  signifleant  to  note  that  fluid  milk  in  quart  bottles 
on  retail  routes,  upon  which  the  theoretical  spread  calculation  is 
based,  represented  about  60.6  percent  of  the  total  quarts  of  milk  and 
milk  equivalent  of  all  milk  products  sold  for  the  Baltimore  market 
and  only  about  27.5  for  the  Cincinnati  market.  These  data  were 
not  available  for  St.  Louis  and  Boston. 

There  was  a marked  variation  between  distributors  in  the  per- 
centages of  fluid  milk  and  fluid  cream  sold  in  bottles  and  in  bulk, 
on  retail  and  wholesale  routes.  These  differences  in  these  percent- 
ages result  in  varying  sales  realizations  per  quart  and  thereby  affect 
gross  margins  per  quart. 

Of  the  total  quarts  of  fluid  milk  sold,  bottled  milk  on  retail  routes 
comprised  about  89  percent  for  the  Baltimore  market,  slightly  over 
63  percent  for  Cincinnati,  about  60.7  percent  for  St.  Louis  and  about 
55.4  percent  for  Boston.  The  Baltimore  figure  is  approximately 
61  percent  in  excess  of  that  shown  for  the  Boston  market. 

Bottled  cream  constituted  over  63.8  percent  of  total  quarts  of  milk 
equivalent  of  fluid  cream  sold  by  the  Baltimore  distributor,  about 
58.8  percent  for  the  Cincinnati  distributors  and  over  78.7  percent 
foi-  the  St.  Louis  companies. 

The  analj’sis  of  the  fluid-milk  class  of  sales  is  especialh’  signifi- 
cant from  the  standpoint  of  sales  income  derived  from  the  milk 
sold  through  the  various  channels.  The  sales  income  per  quart  from 
fluid-milk  sales  sold  in  bottles  at  wholesale  and  retail,  and  bulk  sales 
at  retail  and  wholesale  combined,  and  total  fluid  milk  for  Cincinnati, 
Boston,  and  St.  Louis  for  the  month  of  October  1935  are  shown  by 
index  numbers  in  the  following  tabulation  (per  quart  income  on 
total  fluid  milk  being  equal  to  100). 


Cincin- 
nati 2 

Boston  3 

St.  Louis  ♦ 

Fluid  milk: 

Bottled:  i 

Retail . 

1 

115.833  ' 

114.603 

83.080 

102.317 

77.062 

115.092 

81.881 

102.463 

72.768 

Wholesale.  - 

84.816 

T\)tal  bottled 

108.740 

Total  bulk  i 

59.583 

Total  fluid  milk 

100.000 

100.000 

100.000 

1 Dealers’  records  were  not  available  to  allocate  bulk,  retail,  and  wholesale  sales  in  amounts. 
> Four  companies. 

* 2 companies. 

* 2 companies. 


The  total  bottled-sales  income  for  St.  Louis  and  Boston  were 
approximately  the  same,  namely,  102.463  percent  and  102.317  per- 
cent, while  for  Cincinnati  it  was  108.74  percent.  Total  bulk-sales 
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income  varied  considerably  bv  cities;  the  income  for  Cincinnati  was 
59.583,  for  Boston  77.062,  and  for  St.  Louis  72.768  percent, 

SECTION  2.  FACTORS  AFFECTING  DISTRIBUTOR  MARGINS 

Country  receiving  station  operating  costs. — In  the  Boston,  Balti- 
more, and  St.  Louis  milksheds,  country  stations  for  receiving  milk 
from  producers  are  operated  by  some  of  the  milk  distributors  serving 
the  cities  named.  The  Cincinnati  distributors  do  not  operate  coun- 
try receiving  stations. 

The  primary  function  of  the  country  leceiving  stations  is  to  pro- 
vide convenient  facilities  where  producers  may  deliver  their  milk 
where  it  is  received,  weighed,  sampled,  and  cooled  before  being 
shipped  into  the  city.  Some  of  the  country  stations  also  have 
facilities  for  processing  milk. 

There  are  certain  advantages  to  producers  patronizing  country 
receiving  stations  which  are  not  available  to  producers  shipping 
their  milk  direct  to  city  processing  plants.  Truck  and  train  sched- 
ules do  not  have  to  be  met,  as  the  producer  can  haul  his  milk  to  the 
receiving  station  largely  at  his  own  convenience.  The  morning  milk 
often  need  not  be  cooled  before  delivery  and  chances  of  losses  from 
spoiling  are  lessened.  The  supply  of  cans  needed  is  generally 
smaller  for  patrons  of  the  country  stations  than  for  the  producers 
who  ship  by  truck  or  train. 

The  chief  reasons  for  equipping  some  country  receiving  stations 
with  processing  facilities  are  to  enable  the  owners  to  process  the  milk 
received  in  excess  of  their  city  requirements  and  save  on  freight 
costs,  as  well  as  gain  any  advantages  which  may  exist  in  lower 
manufacturing  costs  in  the  country  as  compared  with  the  costs  in 
the  city.^®  Because  of  the  expense  involved,  however,  the  Commis- 
sion could  not  make  a study  of  the  costs  of  operations  of  those  coun- 
try receiving  stations  which  also  do  processing  and  they  have  been 
excluded  from  this  study  of  country  receiving  station  costs. 

The  volume  of  business  done  has  a decided  effect  upon  the  unit 
costs  of  operating  country  stations  and  for  that  reason  the  results 
shown  herein  for  the  stations  operated  by  the  distributors  in  the 
three  cities  named  above  are  shown  by  size  groups.  Table  8 pre- 
sents, for  1935,  the  total  expense,  and  the  expense  for  specified  items 
of  cost,  per  hundredweight  of  milk,  of  operating  country  receiving 
stations  owned  by  certain  distributors,  in  the  Boston,  Baltimore,  and 
St.  Louis  milksheds. 

The  average  total  station  expense  for  the  stations  in  the  three 
sheds  was  lowest  for  the  Baltimore  stations,  11.071  cents  per  hun- 
dredweight, and  highest  for  the  St,  Louis  stations,  12.115  cents  per 
hundredweight,  with  the  Boston  stations  practically  as  high  as 
St.  Louis,  12.021  cents  per  hundredweight. 

Commission  on  Sale  and  Distribution  of  Milk 

and  Milk  Products,  Jan.  8,  1936. 
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Table  8. — Country  receiving  station  operating  costs  per  hundrediveight  of  milk 
for  6 distributors  in  the  Boston,  Baltimore,  and  St.  iMuis  markets  for  the 
year  1935 


Location  and  volume 

Number 
of  sta- 
tions 

Total  receipts 

Total 

station 

expense 

Indirect 

charges 

Total 

direct 

charges 

Station 

wages 

Boston  market: 

1 to  3 million  pounds 

3 to  6 million  pounds 

6 to  9 million  pounds 

9 to  12  million  pounds 

12  to  15  million  pounds 

15  to  18  million  pounds 

18  to  21  million  pounds 

Total  and  average 

Baltimore  market; 

1 to  3 million  poiind.s . . . _ . 

3 to  6 million  jwunds 

6 to  9 million  pounds 

9 to  12  million  pounds 

Total  and  average 

St.  Louis  market: 

1 to  3 million  pounds 

3 to  6 million  pounds 

6 to  23  million  pounds 

Total  and  average 

4 
2 

5 
3 

3 

4 
2 

Pounds 
7, 620, 441 
8, 166, 082 
40. 625, 544 
29.431,942 
42, 197. 149 
67, 666, 643 
37, 948, 461 

Cents 
17.838 
18. 549 
14. 979 
13.  779 
12. 542 
9.009 
9. 713 

Cents 
3.319 
3. 207 
1.729 
2.061 
1.890 
1.804 
2.233 

Cents 
14. 519 
15.342 
13.250 
11.718 
10. 652 
7.  205 
7.480 

Cents 
5. 191 
5. 882 
4.193 
4.296 
3. 574 
2.542 
2.750 

23 

233, 656, 262 

12.021 

2,006 

10. 015 

3.473 

2 

2 

5 

2 

4,466,256 
6,332,885 
37,098, 017 
18,799, 978 

16.255 
16. 878 
10. 731 
8.553 

16. 255 
16. 878 
10.  731 
8.553 

mm. 

■p 

11 

11.071 

11.071 

3.006 

2 

3 

3 

5,227.960 
12, 811,356 
41,855,632 

15. 366 
10.406 
12.233 

.697 

1.478 

14.  669 
10.406 
10. 755 

8. 467 
10.073 
3.924 

8 

59,894,948 

12.155 

1.093 

11.022 

5.636 

Location  and  volume 

Station 

supplies 

■ 

Mainte- 
nance and 
repairs 

Depre- 

ciation 

Taxes 

Insur- 

ance 

General 

expense 

Boston  market: 

1 to  3 million  pounds 

3 to  6 million  pounds 

6 to  9 million  pounds...... 

9 to  12  million  pounds 

12  to  15  million  pounds 

15  to  18  million  pounds 

18  to  21  million  pounds 

Total  and  average 

Baltimore  market; 

1 to  3 million  pounds 

3 to  6 million  pounds 

6 to  9 million  pounds 

9 to  12  million  pounds 

Total  and  average 

St,  Louis  market: 

1 to  3 million  pounds 

3 to  6 million  pounds 

Cents 
3. 194 
1.820 
1. 607 
1.989 
1. 318 
.586 
.984 

Cents 
1.797 
2.089 
2. 026 
1.532 
1.789 
1.343 
1.379 

Cents 

1.463 

1.052 

.499 

.904 

.600 

.385 

.673 

Cents 
1.723 
2. 805 
1.689 
1.250 
1.485 
.908 
.867 

Cents 
0. 717 
.411 
.334 
.283 
.321 
.248 
.185 

Cents 

0.236 

.227 

.197 

.060 

.046 

.107 

.054 

Cents 
0. 198 
1.056 
2.705 
1.404 
1.519 
1.086 
.588 

1.266 

1.613 

.614 

1.277 

.292 

.105 

1.375 

1. 535 
1.666 
1.299 
1.123 

4.923 
3. 142 
3.118 

2.648 

2.  739 
2. 720 
1.378 
.830 

1.019 
3.864 
1.560 
1. 415 

.328 

.557 

.075 

.075 

.197 

.206 

.154 

.124 

.606 

.215 

.227 

.118 

1.301 

3. 109 

1.442 

1.702 

.138 

.153 

.220 

1.093 

1.903 

.646 

.885 

.274 

1.180 

.103 

.059 

.295 

.058 

1. 514 

6 to  23  million  pounds 

Total  and  average 

1.882 

.904 

1.019 

.142 

1.409 

1. 410 

.797 

.769 

.961 

.227 

.105 

1.117 

The  tendency  for  total  station  expense  per  unit  to  decrease  with 
the  increase  in  volume  of  milk  handled  is  clearly  shown,  especially 
in  the  case  of  Boston,  although  the  largest  size  group  in  both  the 
Boston  and  St.  Louis  areas  had  higher  total  expense  than  the  imme- 
diately smaller  size  group.  Other  breaks  in  this  tendency  occur, 
the  stations  in  the  3 to  6 million  pounds  per  annum  group  for  botti 
Boston  and  Baltimore  being  higher  than  the  1 to  3 million  pounds 
group.  The  total  station  expense  for  the  St.  Louis  country  stations 
in  the  3 to  6 million  pounds  group,  10.406  cents  per  hundredweight 
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on  the  other  hand,  was  substantially  below  that  for  the  all-stations 
averages  of  each  of  the  three  of  the  markets,  and  still  more  below, 
of  course,  the  total  expense  of  the  same  size  group  for  the  Boston 
and  Baltimore  stations. 

The  high  total  expense  of  the  Boston  country  stations  in  compari- 
son with  Baltimore  and  St.  Louis  is  due  more  to  the  inclusion  of 
indirect  charges  than  to  any  other  item  of  expense.  For  all  the 
Boston  stations  indirect  charges  amounted  to  2.006  cents  per  hun- 
dredweight, the  range  being  from  1.729  for  stations  in  the  6 to  9, 
million  pounds  group  to  3.319  cents  per  hundredweight  for  thei 
smallest  size  of  stations.  These  indireiit  charges  occur  chiefly  in 
the  case  of  one  of  the  Boston  distributors  and  include  substantial 
items  for  salaries  of  officials,  a depreciation  figure  for  closed  sta- 
tions, part  of  the  salaries  of  field  men,  addressograph  expense,  and 
many  other  miscellaneous  items  which  companies  in  the  other  milk- 
sheds  did  not  as  a rule  charge  to  country-station  expenses.^®  Other 
factors  accounting  for  the  low  total  cost  of  the  intermediate  size 
stations  in  the  St.  Louis  shed  are  the  absence  of  charges  for  station 
supplies,  fuel,  light  and  power,  maintenance  and  repairs,  insurance, 
and  general  expense. 

Excluding  indirect  charges,  it  is  seen  that  total  direct  charges  per 
hundredweight  for  Boston  stations  (10.015  cents)  are  lower  than 
those  for  Baltimore  (11.071  cents)  or  St.  Louis  (11.022  cents). 

Station  wage  expense  is  the  largest  single  item  of  expense  for  both 
the  St.  Louis  stations  (5.636  cents  per  hundredweight)  and  the 
Boston  stations  (3.473  cents),  but  station  wages  for  Baltimore  (3.006 
cents)  are  lower  than  the  expense  for  fuel,  light,  and  power  shown 
for  all  stations  in  that  shed  (3.109  cents). 

Coimtry  receiving  station  allowances  and  operating  costs. — Dis- 
tributor gross  margins  are  directly  affected  by  the  relation  between 
the  country  station  allowance  granted  to  distributors  and  the  cost 
of  operating  such  stations.  These  margins  are  increased  to  the  ex- 
tent that  the  allowances  exceed  costs,  and  are  decreased  to  the  extent 
that  costs  exceed  the  allowances. 

Country  stations,  as  previously  stated,  are  operated  by  some  of 
the  distributors  in  Boston,  Baltimore,  and  St.  Louis,  but  not  in 
Cincinnati.  Distributors  in  Boston  and  Baltimore  were  allowed  to 
make  deductions  to  cover  country-station  operations,  while  there 
were  no  deductions  permitted  the  St.  Louis  distributors. 

The  country-station  allowance  on  class  I milk  in  the  Boston  shed 
was  20  cents  per  hundredweight  for  the  first  6)4  months  of  1935 
and  23.25  cents  for  the  balance  of  the  year;  there  was  no  allowance 
on  other  than  class  I milk.  In  Baltimore  the  country-station  allow- 
ance was  23.256  cents  per  hundredweight  during  the  entire  year  on 
all  milk  handled  through  country  stations. 

Country  stations  may  be  divided  into  two  general  classes,  namely, 
those  that  receive  milk  from  producers  and  process  all  or  part  of  it 
and  those  that  do  not  do  any  processing.  The  first  class  may  per- 
form all  the  functions  of  the  other  in  addition  to  processing.  The 
second  kind  of  country  station  is  primarily  a convenient  place  at 

“ It  is  probable  that  the  best  comparison  of  results  for  stations  in  the  three  sheds  is 
on  the  basis  of  total  direct  charges  rather  than  total  station  expense  including  indirect 
charges. 
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which  to  collect  milk,  cool  it,  and  then  ship  it  in  wholesale  quantities 
to  city  processing  plants. 

Appendix  table  1 presents  the  basic  data  upon  which  the  discussion 
in  this  section  is  based.  The  table  covers  the  cost  of  operating  coun- 
try receiving  stations  in  the  Boston,  Baltimore,  and  St.  Louis  mar- 
kets and  also  shows  the  excess  of  the  allowances  granted  to  milk 
distributors  who  operate  country  stations  over  the  cost  of  such 
operations  for  fluid  milk,  all  other  milk,  and  total  milk. 

In  obtaining  the  cost  of  operating  country  receiving  stations  the 
Commission  has  included  only  the  receiving  cost  of  those  stations 
which  performed  all  the  functions  of  receiving,  manufacturing,  and 
shipping  milk.  This  was  accomplished  by  dividing  the  total  cost  of 
operating  those  stations  which  were  purely  receiving  and  did  no 
manufacturing,  by  the  total  quantity  of  milk  handled  through  those 
stations.  The  resulting  unit  cost  was  then  multiplied  by  the  quantity 
of  milk  handled  by  those  stations  which  also  performed  the  manu- 
facturing functions.  Adding  this  last-obtained  sum  to  the  total 
cost  of  operating  those  stations  which  did  no  manufacturing  gave 
the  total  estimated  cost  of  the  receiving  function  performed  by  all 
country  stations.*® 

The  cost  per  hundredweight  for  handling  class  I milk  as  compared 
with  the  cost  for  all  other  milk  for  Boston,  for  example,  is  different, 
and  this  is  also  the  case  in  St.  Louis.  The  reason  for  these  differ- 
ences is  that  the  companies  involved  did  not  have  the  same  numbers 
of  stations,  and  the  class  I utilization  for  some  of  these  stations  of 
one  or  the  other  companies  would  be  greatly  different  from  each 
other.  As  explained  elsewhere  in  this  report  the  St.  Louis  distrib- 
utors are  supposed  to  consider  nearby  milk  as  used  for  their  class 
I purposes  in  calculating  their  prices  to  be  paid  producers. 

The  following  tabulation  shows  in  cents  per  hundredweight  the 
average  cost  of  operating  receiving  stations,  estimated  as  explained 
above,  the  amount  of  the  allowances  for  country  receiving  station 
operations  and  the  excess  of  the  allowances  over  the  average  costs 
of  operations  for  Boston,  Baltimore,  and  St.  Louis  for  1935 : 


Market 

Average  cost 
of  operating 
country  re- 
ceiving sta- 
tions (cents 
per  hundred- 
weight) 

Amount  of 
allowance  for 
country  re- 
ceiving sta- 
tion opera- 
tions (cents 
per  hundred- 
weight) 

Excess  of  al- 
lowance over 
average  cost 
of  operation; 
(cents  per 
hundred- 
weight) 

Class  I milk: 

Boston.--..--..---.-.-.....-..-...-....-..-..-.-. - 

12.086 

(0 

14. 499 

n.  843 
(0 

12.007 

11.987 
11.  071 
IZ  814 

21.468 

(0 

None 

None 

(0 

None 

12. 689 
23.  256 
None 

9. 382 
None 
None 

0) 

None 

.702 

12.185 

None 

Baltimore 

St.  Louis - - 

All  other  milk: 

Boston ----- .* 

Baltimore 

St.  Louis ... 

All  milk: 

Boston - - - 

Baltimore --------- -------- 

St.  Louis — 

1 No  distinction  between  classes  in  Baltimore  in  respect  to  allowances. 


20  Where  data  on  more  than  one  company  are  combined,  as  was  done  in  the  Boston  and 
St.  Louis  markets,  the  average  country  receiving-station  unit  costs  are  weighted,  and, 
therefore,  vary  slightly  from  those  shown  in  the  preceding  subsection. 


122  DISTRIBUTION  AND  SALE  OF  MILK  AND  MILK  PRODUCTS 


All  the  milk  received  at  country  stations  in  the  Baltimore  milk- 
shed  is  subject  to  a deduction  of  23.256  cents  per  hundredweight  re- 
gardless of  its  class.  The  cost  of  performing  the  receiving  function 
at  country  stations  for  all  milk  received  was  11.071  cents  per  hundred- 
weight for  Baltimore,  leaving  an  excess  of  the  allowance  over  cost 
of  12.185  cents  per  hundredweight.  In  contrast  to  the  situation  in 
Baltimore  is  that  found  in  St.  Louis  where  milk  distributors  operat- 
nig  country  receiving  stations  are  not  given  any  allowance  to  cover 
the  cost  of  operations.  This  means  that  the  12.814  cents  per  hundred- 
weight cost  of  operating  St.  Louis  receiving  stations  on  all  milk 
handled  is  not  offset  in  any  way  by  a s{)ecific  allowance.  In  Boston 
the  amount  of  the  allowance  on  all  milk  handled  was  12.689  cents  per 
hundredweight  which  was  less  than  three-fourths  of  a cent  per 
hundredw^eight  in  excess  of  the  cost  of  operating  such  stations. 

Another  feature  of  the  contrast  between  the  three  markets  should 
be  mentioned.  Because  the  Baltimore  milk  distributors  are  given 
an  allowance  for  all  milk  handled  through  country  receiving  sta- 
tions, the  operations  of  such  stations  by  the  Baltimore  distributors 
have  been  performed  at  a cost  which  is  substantially  below  the 
amount  of  the  allowance.  In  Boston  where  the  allowance  is  made 
only  for  class  I milk  handled  through  country  stations,  it  would 
ap})ear  that  the  cost  of  operating  sucli  stations  resulted  also  in  a 
sub.stantial  excess  of  the  allowance  over  the  costs  of  operations,  when 
class  I milk  only  is  considered.  But  when  all  milk  handled  through 
Boston  country  stations  is  considered,  the  cost  of  operations  are 
almost  as  great  as  the  proration  of  the  total  amount  allowed  for  all 
class  I milk  so  handled  divided  by  the  total  of  all  milk  handled. 

Local  milk  paid  for  at  class  III  prices  while  outside  cream  pur- 
chases were  reported  used  for  class  II  purposes. — The  St.  Louis  li- 
cense provides  an  elaborate  system  for  settling  with  producers  for 
their  milk.  The  general  idea  is  that  prices  to  producers  in  the  St. 
Louis  milkshed  will  be  equalized,  all  producers  receiving  the  same 
price  less  the  freight  for  the  zone  in  which  the  producer  is  located. 

Two  of  the  larger  St.  Louis  milk  distributors  followed  a practice 
w'hen  compiling  their  reports  to  the  market  administrator  which 
resulted  in  substantial  quantities  of  milk  shipped  into  that  market 
by  producers  within  the  milkshed  being  depressed  into  class  III  and, 
of  course,  being  paid  for  at  the  class  III  price.  These  two  dis- 
tributors bought  cream  from  various  i>lants  and  reported  to  the 
market  administrator  of  the  Agricultural  Adjustment  Administra- 
tion that  they  had  used  this  cream  for  class  II  purposes.  The  milk 
equivalent  of  the  cream  so  reported  forced  an  equal  quantity  of 
milk  shipped  in  by  producers  into  class  III  and  which  was  paid  for 
at  class  III  prices.  One  of  these  two  companies  followed  this  prac- 
tice for  a period  covering  every  month  from  March  1934  through 
December  1935,  w^hile  the  other  company  so  reported  cream  during 
the  months  of  March,  October,  November,  and  December  of  1935. 
The  quarts  of  milk  equivalent  involved  in  this  reporting  of  cream 
for  class  II  purposes,  the  total  amount  involved  in  the  difference 
between  the  class  II  prices  which  should  have  been  paid  and  the 


^ Some  of  this  cream  was  bought  from  manufacturers  of  milk  products,  some  from 
creameries,  some  from  other  milk  distributors,  etc.,  price  being  an  important  factor,  of 
course. 
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cla.ss  III  prices  which  were  actually  paid,  and  the  average  amount 
of  the  difference  per  producer  are  shown  in  the  following  tabulation  : 

Depressed  return  to  producers 

Milk  equivalent  of  outside  cream  reported  as  used  in  class  II 


sales (quarts)—  12,992,513 

Average  number  of  producers  * 6,  634 

Total  difference  between  class  II  value  and  class  III  value  of 

quantity  involved $96,770.56 

Amount  per  quart (cents)—  0.745 

Average  amount  of  loss  per  producer $14.  5371 


‘ The  average  number  of  producers  is  the  simple  average  of  the  number  of  producers 
shipping  to  the  2 distributors  in  the  period  covered  by  the  tabulation. 

The  market  administrator  stated  to  an  examiner  of  the  Commis- 
sion that  he  was  aware  that  this  practice  was  engaged  in  by  the  two 
companies  in  question,  but  that  there  was  no  provision  in  the  license 
prohibiting  the  practice. 

In  calculating  quantities  of  milk  for  which  producers  were  to  be 
paid  the  class  II  price  the  quantities  of  cream  involved  in  this  dis- 
cussion which  were  reported  as  used  for  class  II  purposes  were 
deducted  from  total  class  II  sales.  This  may  have  been  because  the 
distributors  felt  that  cream  and  not  milk  as  such  was  involved  and 
the  St.  Louis  license  provided  that  only  milk  used  for  class  II  pur- 
poses shall  be  used  in  calculating  the  class  II  price.** 

The  relation  of  the  quantities  of  cream  reported  for  class  II  sales 
by  these  two  distributors,  expressed  in  the  terms  of  its  milk  equiva- 
lent, to  the  quantities  of  milk  paid  for  at  class  III  prices  is  shown 
in  the  following  table  for  each  month  in  which  the  practice  was 
followed : 


Table  9. — Ratio  of  milk  equivalent  of  outside  cream-  reported  as  class  II  sates 
to  quantities  of  milk  paid  for  at  class  III  prices 


Year  and  month 

Company 
A (percent) 

Company 
B (percent) 

Year  and  month 

Company 
A (percent) 

Company 
B (percent) 

1934— March 

28. 8200 
23. 3603 
15.2565 
19. 7980 
22. 5245 
18.  5342 
22.2114 
29. 8661 
34. 0921 
42.4804 

— Jannarv 

38.  4344 
38.4695 
36.  4766 
32. 1312 
20.8873 
22. 9239 
22.3988 
26.  2111 
38.  4243 
67. 4451 
86.5697 
60.0586 

April 

Ffthnmrv 

May 

March  

21.7248 

June 

April 

July 

Mftv  - 

Aupust 

June 

September 

July 

October 

August 

November 

September  

December 

October 

54.4026 
67. 5493 
60. 6564 

9 

November 

December.., 

As  is  shown  in  table  9,  it  was  not  necessary  from  the  standpoint 
of  available  supply  for  the  two  companies  to  use  this  cream  instead 
of  milk  for  their  class  II  purposes.  In  each  month  covered  by  the 
table  the  supply  of  milk  available  to  these  distributors  from  their 
regular  milk  producers  in  the  shed  was  sufficient  to  take  care  of  their 


“The  St.  Louis  amended  license  for  milk  effective  Mar.  4.  1935,  defines  class  II  milk 
as  follows : “Class  II  milk  means  all  milk  used  by  distributors  to  produce  cream  for  con- 
sumption or  use  as  cream,  evaporated  milk,  condensed  milk,  flavored  drinks,  creamed 
buttermilk,  and  creamed  cottage  cheese,  for  sale  or  distribution  by  distributors  in  the 
sales  area : Provided:  That  the  milk  from  which  only  the  skimmed  milk  is  used  in  the 
production  of  the  above  products  shall  not  be  included  as  class  II  milk.** 
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class  I and  class  II  sales  and  to  furnish  also  substantial  quantities 
available  for  class  III  purposes. 

Vse  of  uninspected  cream  for  class  II  purposes. — The  regulations 
of  the  board  of  health  of  the  city  of  St.  Louis  require  that  all  milk 
and  cream  used  for  fluid  purposes  be  from  inspected  sources.  It  was 
found,  however,  that  all  of  the  cream  from  outside  sources  reported 
by  two  distributors  to  the  market  administrator  as  having  been 
used  for  class  II  sales  was  from  uninspected  sources.^®  As  appears 
from  the  following  tabulation,  one  of  the  two  St.  Louis  dealers  in 
the  22  months  between  March  1934  and  December  1935  reported  sub- 
stantial proportions  of  his  class  II  sales  as  being  made  from  cream 
from  the  outside  and  uninspected  sources,  the  range  in  proportion 
being  from  68  to  84  percent  except  for  1 month,  when  it  was  only 
57.469  percent: 


Percent  of  reported  class  II  sales  made  from  cream  from  outside  sources  * 


Distribu- 

Distribu- 

Distribu- 

Distribu- 

tor  A 

tor  B 

tor  A 

tor  B 

1934 — \Tarr.h  . .... 

68.712 

1936 — January 

75. 039 

April 

69. 152 

February 

75.697 

May 

68.000 

March..’ 

75.993 

36.033 

June 

72. 167 

April 

80. 654 

July—.. 

72.  709 

^lay 

80. 169 

August.— 

74. 332 

June — - 

81.905 

September 

75.963 

July. 

83. 019 

October 

75. 762 

August 

84.002 

November 

72.632 

September 

81.574 

December 

73.206 

October 

78. 032 

44.  559 

November 

57.469 

85. 044 

December 

77. 689 

95. 576 

1 All  cream  from  outside  sources  involved  in  this  tabulation  was  uninspected. 


The  other  distributor  covered  by  the  tabulation  reported  the 
use  of  outside  cream  in  only  4 months  and  the  proportions  of  his 
total  class  II  sales  which  came  from  outside  sources  amounted  to 
slightly  over  36  percent  and  about  44i/^  percent  from  March  and  Octo- 
ber of  1935,  but  in  November,  85  percent  of  his  class  II  sales  came 
from  outside  sources  and  in  December  95  percent.  As  was  the  case 
with  the  first  dealer,  all  of  the  outside  cream  used  in  the  4 months 
specified  by  the  second  dealer  in  his  class  II  sales  was  from  uninspected 
sources,  in  response  to  his  request  made  in  the  interests  of  the 
protection  of  the  public  health,  certain  facts  developed  by  the  Com- 
mission’s investigation  with  reference  to  this  practice  were  furnished 
to  the  health  commissioner  of  the  city  of  St.  Louis. 

Use  of  frozen  cream  for  class  II  purposes. — One  large  distributor 
in  St.  Louis  purchased  86,855  pounds  of  butterfat,  or  the  equivalent 
of  2,481,572  pounds  of  3.5  percent  milk,  at  class  III  prices  and  put 
it  into  storage  during  jVIay,  June,  and  August  1935.  Later  the 
dealer  took  this  butterfat  out  of  storage  and  reported  33,028  pounds 
of  it  as  used  for  class  II  purposes.  The  effect  of  this  was  to  depress 
into  class  III  the  milk  equivalent  of  33,028  pounds  of  butterfat 
delivered  by  the  producers  during  the  period  of  this  sale,  and  was 
a violation  of  the  terms  of  the  Agricultural  Adjustment  Adminis- 
tration’s marketing  agreement  and  license.  If  this  butterfat  had 

“The  health  department  of  the  city  of  St.  Louis  advised  the  Commission  that  it  had 
not  approved  the  plants  from  which  the  cream  was  received. 
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not  been  depres.sed  into  class  III,  the  producers  shipping  this  dis- 
, tributor  would  have  received  $4,389.50  more  for  their  product  than 

they  did  receive.  Of  this  loss  to  producers,  $2,726.42  related  to  3,972 
producers  who  shipped  during  October  1935  and  $1,663.08  to  3,876 
producers  for  January  1935.®*  The  average  loss  per  producer,  taking 
into  account  the  variation  in  the  number  of  producers  in  the  2 
months,  was  $1.12.  For  those  producers  who  shipped  milk  in  both 
of  the  2 months,  the  loss  was  $1,111/^. 

The  procedure  followed  in  handling  this  frozen  cream,  when  pre- 
paring it  for  sale  was  to  mix  it  with  fresh  milk  and  fresh  cream. 
The  mixture  was  used  for  different  purposes,  some  of  it  for  ice  cream, 
some  for  butter,  and  for  other  class  III  products.  An  oflicial  of  the 
company  stated  that  he  could  not  tell  how  much  of  the  mixture  had 
been  used  for  class  II  purposes  and  how  much  for  class  III.  By 
' reporting  all  of  the  frozen  cream  in  the  2 months  as  class  II,  how- 

ever, the  company  assured  itself  of  the  maximum  in  the  way  of  a 
low  cost  for  its  raw  materials. 

Adjustment  of  milk  price  differentials. — The  St.  Louis  milk  license 
as  amended,  effective  March  4,  1935,  provided  for  adjusting  the  cost 
of  milk  to  distril)utors  according  to  the  location  of  the  point  at  which 
the  producers  delivered  their  milk  to  the  distributors.®*  Milk  de- 
livered at  the  city  processing  plants  of  the  distributors  was  not 
subjected  to  any  price  differential  because  of  distance,  regardless 
of  the  class  in  which  this  milk  was  ultimately  paid  for.  Milk  deliv- 
ered at  country  stations  or  other  points  at  a distance  from  the  dis- 
tributors’ city  plants  and  ultimately  paid  for  at  class  I or  class  II 
' prices  was  subject  to  price  differentials  depending  upon  the  zone  in 

which  it  was  delivered.  It  should  be  understood,  of  course,  that  the 
license  defined  the  several  zones  and  prescribed  the  deductions  to  be 
made  for  each  zone.  On  milk  delivered  at  country  points  and  ulti- 
^ mately  considered  as  used  for  class  III  purposes,  a deduction  of  5 

cents  per  hundredweight  was  allowed  regardless  of  the  distance  of 
the  delivery  point  from  the  St.  Louis  sales  area. 

In  theory  it  was  believed  that  this  system  of  zones  and  hauling 
deductions  woidd  aid  in  forcing  distributors  to  pay  for  the  milk  de- 
livered at  their  plants  in  the  highest  classes  and  also  to  pay  for  milk 
delivered  at  locations  in  the  nearer  zones  in  the  highest  classes,  after 
the  f.  o.  b.  St.  Louis  milk  had  been  accounted  for.  If  a distributor 
/ received  enough  milk  delivered  at  his  plant  to  cover  his  class  I and 
class  II  requirements,  under  the  terms  of  the  license,  he  would  not  be 
allowed  to  make  any  adjustments  or  deductions  when  reporting  on 
his  class  I and  class  II  milk.  Furthermore,  under  these  circum- 

' “The  actual  number  of  producers  who  shipped  in  January  1936  was  not  available,  and 

the  number  used  for  that  month  is  the  number  shipping  in  December  1935. 

®®The  following  excerpt  from  article  V of  the  amended  license  covers  the  point:  “Sec.  2. 
Adjustments  in  cost  of  milk  to  distributors. — The  prices  set  forth  in  section  1 of  this 
article  shall  be  subject  to  adjustment  in  accordance  with  the  following : 

1.  With  respect  to  all  class  I and  class  II  milk  delivered  to  such  distributor  at  locations 

^ outside  the  St.  Louis  sales  area  and  within  the  following  distances,  airline,  from  the  city 

hall  in  St.  Louis  there  shall  be  deductions  as  follows:  Within  twenty  (20)  miles,  sixteen 
(16)  cents;  more  than  twenty  (20)  miles  but  not  in  excess  of  thirty  (30)  miles,  an 
additional  two  (2)  cents;  more  than  thirty  (30)  miles  but  not  in  excess  of  forty  (40) 
miles,  an  additional  two  (2)  cents;  and  within,  but  not  exceeding  each  additional  ten  (10) 
miles,  in  excess  of  forty  (40)  miles,  an  additional  one  (1)  cent. 

2.  With  respect  to  all  class  III  milk  delivered  to  such  distributor  at  locations  outside 
the  St.  Louis  sales  area  there  shall  be  a deduction  of  five  (5)  cents  per  hundredweight. 

\ 3.  Unless  the  prior  written  consent  of  the  market  administrator  has  been  obtained  for 

* some  other  basis  of  adjustment,  class  I and  class  II  milk  shall  be  consider^  to  have  been 

^ delivered,  in  the  order  named,  to  a distributor  at  plants  within  or  nearest  to  the  sales 
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stances,  all  of  the  distributors’  milk  received  at  locations  outside  the 
St.  Louis  sales  area  would  be  subject  only  to  the  price  adjustment  or 
deduction  of  5 cents  per  hundredweight.  In  other  words,  the  license 
attempted  to  prevent  the  distributors  from  using  f.  o.  b.  milk  and 
milk  from  nearby  points  for  the  higher  classes  and  paying  for  it  on 
the  basis  of  the  cost  of  all  their  milk  receipts  which  would  reduce  the 
average  cost  because  of  the  higher  adjustments  or  deductions  allowed 
on  milk  received  from  distant  points.^®  One  large  St.  Louis  milk  dis- 
tributor asked  the  Agricultural  Adjustment  Administration’s  milk 
market  administrator  for  permission  to  report  milk  used  for  class  II 
sales  as  having  been  delivered  at  locations  outside  the  St.  Louis  sales 
area.  The  market  administrator  appears  to  have  granted  this  per- 
mission on  four  separate  occasions,  each  time  in  response  to  a specific 
request.  In  granting  permission,  however,  the  administrator  stated : 

Tliis  perniission  is  given  with  further  understanding  that  you  will  uot  buy 
cream  outside  of  the  market  for  class  II  purposes.” 

The  benefits  the  distributor  expected  to  obtain  from  making  these 
requests  are,  perhaps,  best  illustrated  by  the  following  tabulation 
which  shows  a hypothetical  case  where  it  is  assumed  that  the  milk 
delivered  f.  o.  b.  plant  equals  the  distributor  class  I and  class  II 
sales  requirements : 


Price  per 

hundred-  Deduc- 

Net  price 

weight  tions  to 

to  be 

Delivery  point  (as  basis  of  payment) 

f.  0.  b.  be  made 

paid  by 

distrib-  in  adjust- 

distrib- 

utor’s  ing  price 

utor 

plant 

Milk  settlement  based  upon  pro- 

visions  of  license: 

Class  I sales 

F.  0.  b.  distributor’s  plant 

$2. 25  None 

$2,25 

Class  II  sales 

do - 

l.fiO  None 

1.69 

Class  III  sales 

Location  outside  St.  Louis  sales  area... 

1.30  $0.05 

1.25 

Milk  settlement  base  upon  re- 

quest  of  distributors: 

Class  I sales 

F.  0.  b.  distributor’s  plant 

2. 25  None 

' 2.25 

Class  II  sales 

Location  outside  St.  Ix>uis  sales  area... 

1. 69  i . 25 

, 1.44 

Class  III  sales 

F.  0-  b.  distributor’s  pleot 

1.30  None 

1.30 

1 This  deduction  varies  with  the  distance  from  the  city. 


As  will  be  seen  from  the  foregoing  tabulation,  the  reporting  of 
class  II  sales  as  having  originated  outside  the  St.  Louis  sales  area 
meant  that  the  distributor  would  have  paid  $1.44  per  hundredweight 
for  the  milk  instead  of  $1.69  per  hundredweight  as  provided  in  the 
terms  of  the  license.  This  difference  in  favor  of  the  distributor,  or 
25  cents  per  hundredweight,  is  offset  in  part  by  the  greater  cost 
of  the  distributor’s  class  III  milk,  $1.30  per  hundredweight,  as  com- 
pared with  $1.25  per  hundredweight.  The  net  result,  of  course, 
would  be  to  lessen  the  amount  paid  to  producers  by  20  cents  per 
hundredweight  on  the  quantity  of  milk  depressed  from  class  II  into 
class  III. 

The  market  administrator  stated  to  an  examiner  of  the  Commis- 
sion that  the  milk  distributor  in  question  had  said  that  if  permission 
to  report  class  II  sales  as  outlined  above  was  not  granted  he 

See  report  Federal  Trade  Commission  on  sale  and  distribution  of  milk  and  milk 
products,  January  1936,  ch.  2,  sec.  3. 

The  company  in  question  made  its  lequests  of  the  market  administrator  for  settle- 
ments covering  the  months  of  April,  May,  June,  and  September,  1935. 
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would  bring  in  cream  from  outside  areas.  The  market  administra- 
tor further  stated  that  he  believed  the  farmers  would  lose  less  if  he 
granted  the  permission  to  report  class  II  sales  as  having  been  made 
from  milk  outside  the  sales  areas,  rather  than  permit  outside  cream 
to  come  in.  He  was  further  motivated  by  the  fact  that  the  milk 
license  did  not  prohibit  cream  importations. 

The  milk-distributing  company  under  discussion  adjusted  its  re- 
port of  its  use  of  class  II  milk  during  the  months  of  April,  May, 
June,  July,  August,  September,  October,  and  November  of  1935. 
Except  in  the  months  of  September  and  October,  the  quantities  of 
milk  delivered  f.  o.  b.  this  distributor’s  city  plant,  and  paid  for  at 
class  III  prices  exceeded  the  quantities  of  milk  delivered  to  this 
distributor  at  locations  outside  the  St.  Louis  sales  area,  and  which 
was  reported  as  class  II.  To  calculate  the  amount  by  which  the 
returns  to  the  producers  were  depressed  during  each  of  these  6 
months,  the  quantities  of  milk  delivered  at  locations  outside  the  St. 
Louis  sales  area  which  were  reported  as  class  II  milk  are  multiplied 
by  the  differences  between  the  class  II  freight  differentials  actually 
used  in  paying  for  such  milk  and  the  differential  that  would  have 
been  applied  had  this  milk  been  reported  as  class  III.  During 
September  and  October  1935  tbe  quantities  of  milk  delivered  out- 
side the  St.  Louis  sales  area  and  reported  by  this  distributor  as  class 
II  milk  exceeded  the  quantities  of  milk  delivered  f.  o.  b.  the  dis- 
tributor’s city  plant  which  were  paid  for  at  class  III  prices.  To 
obtain  the  amount  by  which  the  returns  to  the  producer  were  lower 
than  they  should  have  been  for  these  2 months,  the  quantities  de- 
livered f.  o.  b.  city  plant,  and  paid  for  at  class  III  prices,  were 
multiplied  by  the  difference  in  freight  differentials.  The  following 
tabulation  shows  for  the  8 months  the  quantities  of  milk,  the  total 
amount,  and  the  average  amount  per  producer  by  which  their 
returns  were  depressed  by  this  practice: 

Milk  purchased  at  locations  outside  the  St.  Louis  sales  area  and 


reiwrted  as  clas.s  II  instead  of  class  III'  (quarts) 4,854,275 

Average  number  of  producers 4,  (XX) 

Depressed  return  to  producers; 

Total  amount $24,694.86 

Amount  per  quart  (cents) 0.509 

Amount  per  producer 86. 17 


‘ For  April,  May,  June,  July,  August.  September,  October,  and  November  1935. 

As  previously  shown,  the  market  administrator  granted  permis- 
sion for  this  distributor  to  adjust  his  class  II  reports  during  4 months 
(April,  May,  June,  and  September),  but  the  distributor  was  unable 
to  produce  letters  covering  the  other  4 months.  It  is  possible  that 
the  distributor  assumed  that  the  permission  he  received  for  the 
above  4 months  automatically  gave  him  authority  to  use  the  same 
method  for  the  other  4 months.  Attention  is  directed  to  the  pre- 
viously quoted  statements  contained  in  the  letters  of  the  market 
administrator  in  respect  to  not  buying  “cream  outside  of  the  market 
for  Class  II  purposes.”  As  appears  from  the  foregoing,  two  com- 
panies did  report  cream  from  outside  the  market  as  used  for  class 
II  purposes,  and  the  company  under  discussion  is  one  of  these,  hav- 
ing followed  the  practice  during  October  and  November  of  1935 
despite  the  express  condition  under  which  permission  to  report  milk 
for  class  II  sales  having  been  delivered  at  locations  outside  St.  Louis 
was  given. 
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Bulk  flxeid  Ttiilk  scdes  pcdd  for  at  class  III  prices. — The  St.  Louis 
milk  license,  until  amended  effective  March  4,  1935,  did  not  specify 
explicitly  that  sales  of  bulk  milk  for  fluid  purposes  were  to  be  in- 
cluded in  cla.ss  I sales.  It  is  believed,  however,  that  it  was  the 
general  understanding  of  all  concerned  in  the  regulation  of  the 
market  by  the  license  that  such  sales  were  to  be  reported  in  class 
I and  they  were  so  reported  by  many  of  the  distributors.  Possibly 
the  dealers  who  were  found  to  be  deducting  bulk  milk  sales  from 
their  class  I sales  when  reporting  to  the  market  administrator, 
believed  the  omission  of  explicit  specifications  gave  them  the  right 
to  follow  the  practice. 

One  of  the  larger  St.  Louis  distributors  made  deductions  of  bulk 
milk  sales  from  his  class  I reports  for,  so  he  claimed,  only  that 
portion  of  such  sales  as  had  been  used  by  the  buyers  thereof  for 
manufacturing  purposes  according  to  affidavits  of  the  buyers.  The 
fact  that  this  milk  distributor  believed  it  necessary  to  obtain  affi- 
davits is  indicative  of  the  statement  previously  made  that,  in  gen- 
eral, the  milk  distributors  of  St.  Louis  believed  that  bulk  milk  used 
for  class  I purposes  was  to  be  paid  for  at  the  class  I price.  An 
official  of  a second  large  milk  distributing  company  stated  to  an 
examiner  of  the  Commission  that  he  had  learned  of  another  com- 
pany making  deductions  for  bulk  milk  sales  from  his  class  I reports, 
and  that  he  thereafter  had  followed  the  practice.  In  the  case  of 
this  second  distributor,  however,  all  sales  of  bulk  fluid  milk  for  each 
month  from  August  1934  to  February  1935,  inclusive,  were  deducted 
from  class  I sales  without  the  formality  of  obtaining  affidavits  as 
to  the  use  made  of  the  milk  by  the  purchasers  thereof.  A third 
impoi-tant  St.  Louis  distributor  deducte<l  all  of  his  bulk  milk  sales 
from  his  class  I reports  during  the  months  of  January  and  February 
1935. 

In  deducting  all  or  part  of  their  bulk  milk  sales  from  their  class 
I sales  reports,  these  three  distributors  did  not  include  such  sales 
in  their  reports  of  class  II  sales,  and,  in  consequence,  such  milk  was 
paid  for  at  class  III  prices. 

The  total  number  of  quarts  of  bulk  fluid  milk  sales  paid  for  at 
class  III  prices  by  the  three  distributors,  the  total  difference  between 
the  actual  returns  to  producers  and  what  they  would  have  received 
had  this  milk  been  paid  for  at  class  I j)rices,  and  the  average  loss 
per  producer  are  shown  in  the  following  tabulation : 

Bulk  fluid  sales  made  from  milk  paid  for  at  class  III  prices’  (quarts)-  2, 241, 093 
Depressed  returns  to  producers : 

Average  number  of  producers  ’ 7, 970 

Total  difference  between  class  I value  and  class  III  value  of 

quantity  involved $45,793.76 

Amount  i^er  quart  (cents) 2.043 

Amount  of  loss  per  producer $5.  75 

*•  Period  covered  is  August  1934,  through  February  1935,  for  one  company,  March  1934, 
through  March  1935,  for  the  second  company,  and  January  and  February  1935,  for  the 
third  company. 

* The  average  number  of  producers  is  the  simple  average  of  the  number  of  producers 
shipping  to  the  three  distributors  in  the  period  covered  by  the  tabulation. 

Inasmuch  as  one  of  the  three  distributors  involved  in  this  discussion 
had  obtained  affidavits  from  his  customers  to  the  effect  that  they  had 
used  a certain  part  of  their  bulk  milk  purchases  for  class  III  pur- 
poses, this  distributor  technically  was  within  his  rights  in  reporting 
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that  part  of  his  bulk  milk  sales  in  class  III.  The  quantities  in- 
volved, however,  are  included  in  the  tabulation.  Furthermore,  as 
some  of  this  milk  sold  by  two  of  the  distributors  was  probably 
used  for  manufacturing  purposes  the  loss  to  producers  was  presum- 
ably somewhat  less  than  that  shown. 

The  three  dealers,  after  the  amended  milk  license  went  into  effect 
on  March  4, 1935,  stopped  deducting  their  bulk  milk  sales  in  total,  or 
in  part,  from  their  class  I reports.  The  provisions  of  the  amended 
license  covering  this  point  are  as  follows : 


Article  IV.  Classification  of  Milk  Sales  and  Uses 


I SEXTnoN  1.  Primary  sales  and  uses. — Milk  purchased  or  handled  by  distribu- 

Itors  shall  be  classified  according  to  its  sale  and  use  as  follows ; 

1.  Class  I milk  means  all  milk  sold  or  distributed  by  distributors,  as  milk 
j containing  not  less  than  one-half  of  one  percent  of  butterfat,  for  eonsumpHon 

or  use  in  the  sales  area. 

* * * * * 

Section  2.  Other  sales  and  uses. — Milk  sold  or  distributed  as  milk  or  cream 
outside  of  the  Sales  Area  or  sold  to  other  distributors  or  persons  whether 
within  or  without  said  Sales  Area  shall  be  classified  as  follows : 

1.  Milk  sold  in  bulk  as  milk  or  cream  by  a distributor  who  is  also  a pro- 
ducer to  a distributor  operating  a bottling  or  processing  plant  shall  be  ac- 
counted for  as  Class  HI  milk  by  such  selling  distributor,  and  if  such  buying 
distributor  uses  or  sells  such  milk  for  other  than  Class  III  purposes  such 
buying  distributor  shall  account  to  the  Market  Administrator  for  the  difterence 
between  the  value  of  such  milk  or  cream  at  the  Class  III  price  and  the  value 
of  such  milk  or  cream  at  the  Class  I or  Class  II  price  according  to  its  usage ; 
such  difference  in  value  shall  be  addeil  to  the  total  value  computed  pursuant 
to  paragraph  1,  section  1 of  Article  VIII. 

2.  Except  as  provided  in  paragraph  1 of  this  section,  milk  sold  or  distributed 
by  a distributor  as  milk  or  cream  (1)  outside  the  Sales  Area  or  (2)  to  another 
distributor  or  person  whether  within  or  without  the  Sales  Areas,  shall  be  ac- 
counted for  by  such  selling  distributor  as  Class  I and  Class  II  milk,  respectively  : 

* Provided,  That  If  such  selling  distributor,  on  or  before  the  date  fixed  for 

filing  reports  pursuant  to  article  VI,  shall  furnish  to  the  Market  Administrator 
satisfactory  proof  that  such  cream  has  been  utilized  for  a purpose  other  than 
the  sale  or  distribution  for  ultimate  consumption  or  use  as  cream,  then,  and  in 
^ that  event  such  cream  shall  be  classified  in  accordance  with  such  other  use. 

Standardizing  milk. — The  two  Boston  distributors  covered  by  the 
inquiry  sold  two  or  more  brands  or  grades  of  milk,  each  having  a 
particular  butter  fat-test  standard.  As  the  butterfat  test  of  milk 
purchased  varied,  it  was  necessary  to  standardize  the  milk  to  ob- 
tain the  butterfat  standards  desired  for  each  of  these  grades  or 
brands.^®  Beginning  in  June  1935,  and  continuing  through  Feb- 
ruary 1936,  the  two  distributors  considered  315,981  quarts  of  cream 
as  used  in  the  standardizing  process,  and  then  deducted  the  same 
number  of  quarts  from  their  class  1 milk  sales  to  determine  the 
quantities  of  milk  to  be  paid  for  at  the  class  I price.  The  net  effect 
of  this  practice  was  to  force  315,981  quarts  of  producers’  milk  from 
class  I into  class  II.'®  Milk  returns  to  producers,  therefore,  were 
depressed  by  the  difference  between  class  I and  class  II  prices.  The 
depressed  returns  to  producers  were  calculated  for  the  months  of 
I June  1935,  through  February  1936,  inclusive,  and  the  tabulation 


* Standardizing  is  the  mixing  together  of  milk  or  cream  of  different  butterfat  tests  in 
order  to  secure  milk  or  cream  of  a uniform,  desired  butterfat  test. 

» There  were  only  two  classes  of  milk  in  Boston,  and  milk  not  paid  for  at  the  class  I 
price  was  paid  for  at  the  class  II  price.  It  is  obvious  that  decreasing  the  quantity  of 
milk  to  be  paid  for  at  the  class  I price,  ir.creased  the  quantity  of  milk  to  be  paid  for  at  the 
class  II  price. 
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below  shows  the  total  results  of  this  practice  for  the  9 months, 
for  the  two  distributors. 


Total  depre&sed  return  to  producers $13, 1&4.  71 

Quarts  of  milk  involved 315,  981 

Average  number  of  producer  shippers 6,  726 

Amounts  per  quart  (cents) 4.17 

Amount  per  producer $1.  96 


The  returns  to  the  producers  shipping  to  these  two  distributors 
during  the  9 months  were  less  by  $13, 184.71  than  they  would  have 
been  if  the  deduction  of  the  added  cream  had  not  been  made.  This 
amounts  to  4.17  cents  per  quart  on  the  315,981  quarts  of  milk  de- 
pressed into  class  II  by  the  addition  of  that  quantity  of  cream  to 
the  class  I milk,  for  standardizing  purposes. 

The  Boston  Milk  Market  Administrator  opposed  the  practice  of 
subtracting  cream  used  for  standardizing  from  total  class  I sales  to 
determine  the  quantities  of  milk  to  be  paid  for  at  the  class  I price, 
as  he  interpreted  the  license  to  mean  that  distributors  were  to  pay 
the  class  I price  for  a quantity  of  milk  equal  to  the  quantity  of 
their  class  I sales.  (See  appendix  E for  provisions  of  the  license 
on  classification  of  milk).  The  administrator  calculated  an  under- 
payment to  producers  from  the  practice,  and  the  amount  of  the 
underpayment  was  paid  to  the  administrator  by  the  New  England 
Dairies,  Inc.,  the  sales  agency  that  represented  the  majority  of  the 
producers  selling  milk  to  the  two  distributors.  Records  of  the  two 
distributors,  however,  did  not  show  payments  to  the  New  England 
Dairies,  Inc.,  to  reimburse  the  latter  for  the  amount  of  the  alleged 
underpayment. 

The  market  administrator  had  made  determined  efforts  to  stop 
the  practice  under  discussion,  but  the  two  distributors  were  continu- 
ing to  make  the  deductions  through  January  and  February  1936.  In 
other  words  prices  to  producers  continued  to  be  depi’essed  and  the 
operating  margins  of  the  distributors  increased  even  after  the  mar- 
ket administrator  had  warned  them  to  discontinue  the  practice. 

Can-washing  allovmrices. — Distributors  in  the  Baltimore  market- 
ing area  make  a charge  of  1 cent  per  can  for  washing  all  cans  in 
which  milk  is  delivered  direct  to  the  city  processing  plants. 

While  it  is  a fact  that  this  can-washing  service  is  rendered  by  the 
Baltimore  distributors,  it  is  equally  true  that  it  is  almost  universally 
rendered  to  producers  by  distributors  in  all  markets.  In  no  other 
case,  however,  were  charges  found  to  have  been  made  for  the  service, 
nor  is  any  charge  made  for  this  service  to  producers  by  one  of  the 
Baltimore  distributors  on  milk  delivered  to  the  latter’s  country  re- 
ceiving stations,  although  then  the  distributor  does  the  can  washing 
at  the  countrj'^  stations. 

The  only  apparent  basis  for  this  deduction  from  producers  is  the 
fact  that  the  Baltimore  City  Health  Department  regulations  concern- 
ing the  production  and  handling  of  milk  and  milk  products  shipped 
into  Baltimore  City  for  consumption  as  revised  to  June  6,  1930  (p. 
7,  sec.  43)  state  that: 

Within  two  hours  after  emptying  milk,  cans  and  lids  or  covers  must  be  cleaned 
and  sterilized  by  the  dealer. 
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The  total  deductions  for  the  month  of  October  1935  for  can- 
washing service  performed  by  two  Baltimore  distributors  may  be 
summarized  as  follows : 


Can-washing  deduction  on  milk  shipped  froSi  farm  direct  to  city 

plants $1,389.36 

Number  of  produc-ers  who  shipped  from  farm  direct  to  city  plants — 1, 403 

Quarts  of  milk  shipped  from  farm  direct  to  city  plants 3, 308.  074 

Deduction  i)er  producer $0.  99 

Deduction  per  quart  of  milk $0.  00042 


This  subject  may  seem  petty  when  it  is  shown  that  it  amounts  to 
slightly  under  $1  per  month  per  producer,  on  the  average.  That, 
however,  is  beside  the  point.  The  fact  is  that  distributors  in  gen- 
eral wash  cans  before  returning  them  to  the  producers  and  the  can- 
washing charge  is  the  exception  and  not  the  rule.  Adverting  to  the 
total  amount  deducted  for  can  washing,  $1,389.36,  it  may  be  noted 
that  this  sum  represents  nearly  three-quarters  of  1 percent  of  the 
total  amount  paid  by  the  two  distributors  for  direct  shipiied  milk 
in  October  1935.®° 

City  receiving  allowance  in  Boston. — Two  Boston  distributors, 
beginning  July  16,  1935,  with  permission  of  the  State  milk  control 
board  deducted  an  allowance  of  10  cents  per  hundredweight  or 
0.215  cent  per  quart  from  producers  on  all  milk  shipped  from  farms 
direct  to  city  plants.  Apparently  this  was  to  compensate  the  dis- 
tributors for  the  receiving  cost  of  handling  this  direct-shipped  milk. 

The  total  city  receiving  allowances  for  the  two  Boston  distributors 
for  the  month  of  October  1935  amounted  to  $1,688.74. 

The  time  and  funds  available  for  the  inquiry  did  not  permit  the 
analysis  of  the  actual  costs  of  receiving  milk  shipped  from  farm 
direct  to  city  plant.  Insofar  as  general  experience  of  many  milk 
plant  operators  is  concerned,  there  is  reason  to  believe  that  the  sum 
allowed,  10  cents  per  hundredweight,  is  probably  in  excess  of  the 
actual  unit  cost  of  the  functions  involved  in  receiving  direct  shipped 
milk  at  city  plants. 

Boston  was  the  only  one  of  the  four  cities  covered  in  this  part 
of  the  inquiry  where  distributors  received  such  an  allowance,  unless 
the  can- washing  allowance  in  Baltimore  on  all  milk  received  at  the 
city  plant  direct  from  farms  may  be  considered  somewhat  com- 
parable to  the  Boston  allowance. 

Manufacturing  chocolate  ''‘niilkP — The  subterfuges  that  have  been 
used  to  avoid  provisions  of  the  milk-marketing  license,  in  order  to 
obtain  milk  from  producers  at  a lower  price,  are  well  illustrated  by 
the  practice  of  one  St.  Louis  distributor  manufacturing  his  supply 
of  so-called  chocolate  milk. 

The  amended  Agricultural  Adjustment  Administration  licenses  in 
effect  in  the  St.  Louis  milkshed  in  October  1935  defined  class  II  milk 
as  follows: 

Class  II  milk  means  all  milk  used  by  distributors  to  produce  cream  for 
consumption  or  use  as  cream,  evaporated  milk,  condensed  milk,  flavored  drinks, 
creamed  buttermilk,  and  creamed  cottage  cheese,  for  sale  or  distribution  by 


* As  the  distributors  pay  the  cooperative  on  a fiat-price  basis  and  on  instructions  from 
the  latter  pay  producers  on  a classified-price  basis,  the  amount  actualy  paid  producers  may 
bo  less  than  the  total  cost  of  milk.  In  some  months  the  cooperative  receives  a sum 
equal  to  this  difference  and  in  some  months  the  cooperative  pays  the  distributors  the 
amount  of  the  difference.  The  settlements  are  on  all  milk,  direct  shipped  or  not,  and 
consequently  a more  exact  statement  of  the  percentage  cannot  be  made. 
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distributors  in  the  Sales  Area : Provided,  that  the  milk  from  which  only  the 
skimmetl  milk  is  use<i  in  the  production  of  the  above  products  shali  not  be 
included  as  Class  II  milk. 

“Flavored  drinks’*  in  the  iore^oing  definition  included  “chocolate 
milk.”  The  distributor  referred  to,  however,  did  not  re^xirt  his 
chocolate  milk  sales  as  class  II  sales,  claiming  that  his  chocolate  milk 
was  not  made  from  whole  milk,  although  he  advertised  it  as  such  to 
the  public.  The  processing  records  of  the  company  show  that  the 
chocolate  milk  was  made  from  cream,  sweetened  and  unsweetened 
condensed  skim  milk  and  butter.  By  this  device  the  distributor  was 
able  to  purchase  a quantity  of  raw  milk  at  the  class  III  price  which 
was  equivalent  to  a large  part  of  the  quantity  of  the  chocolate  milk 
thus  manufactured,  instead  of  at  the  class  price  as  provided  in 
the  license.  This,  of  course,  resulted  in  a loss  to  the  producers  ship- 
ping milk  to  that  distributor  because  this  quantity  of  their  milk  Avas 
forced  into  class  III.  The  Commission,  because  of  the  work  in- 
volved, did  not  attempt  to  measure  the  extent  of  the  practice  of  this 
distributor  of  manufacturing  his  so-called  chocolate  “milk.”  The  re- 
sults for  October  1935,  are,  jierhaps,  typical.  In  that  month  the 
equivalent  of  103,624  pounds  of  3.5-percent  butterfat  milk  were  de- 
pressed into  class  III  by  this  distributor  as  the  result  of  manufactur- 
ing chocolate  “milk.”  At  the  differences  in  prices  for  class  II  and 
class  III  milk  then  prevailing,  the  amount  by  which  the  returns  to  the 
producers  shippii^  to  this  distributor  were  depressed  was  $352.33 
for  the  month  of  October. 

In  addition  to  depressing  the  return  to  the  producers  the  distribu- 
tor was  misleading  the  consumer  as  the  company’s  advertising 
stressed  the  point  that  their  chocolate  milk  was  “made  with  whole 
milk.” 

Butterfat  differentials. — Milk  prices  to  producers  are  generally 
quoted  as  based  on  a fixed  butterfat  basis,  for  example,  $2  per  hun- 
dredweight, 4-percent  butt  erf  at-content  milk.  Milk  shipped  to  dis- 
tributors by  producers  varies  in  butterfat  content,  which  necessitates 
milk-price  adjustments.  This  is  accomplished  by  applying  what  is 
known  as  a butterfat  differential.  If  the  milk  price  was  based  on 
4-percent  milk,  such  price  would  be  adjusted  upward  by  this  differ- 
ential. if  the  butterfat  test  of  milk  purchased  is  above  4 percent;  the 
adjustment  of  price  would  be  downward  if  the  milk  tested  below 
4 percent. 

Assuming  the  price  of  milk  to  be  $2  per  hundredweight,  for  4-per- 
cent-butterfat  milk,  the  butterfat  differential  to  be  $0.04  per  0.1-per- 
cent-butterfat  test,  and  the  milk  purchased  contained  4 percent,  4.5 
percent,  and  3.5  percent  butterfat,  the  ])rice  adjustments  per  hun- 
dredweight for  milk  of  these  butterfat  contents  are  illustrated  as 
follow's : 

100  pounds  of  4-percent  milk : 

100  pounds  at  $2  per  lmndredwei{;lit=$2  for  100  pounds  of  4-percent  milk. 
100  pounds  of  4.5-percent  milk : 

4.5  percent  — 4 percent=0.5  percent  butterfat  in  excess  of  4 percent. 

•$0.04X0.5=$0.20  butterfat  price  adjustment. 

.$2;f  .$0.20=$2.20  per  hundredweight  4.5  milk. 

100  pounds  of  3.5-percent  milk : 

4 percent— 3.5  percent=0.5  percent  butterfat  below  4 percent. 

•?0.04X0.5=$0.20  butterfat  price  adjustment. 

$2— $0.20=$1.80  per  hundredweight  3.5-peroent  milk. 
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No  adjustment  was  made  in  the  price  for  the  4-percent  milk 
because  it  was  of  the  same  butterfat  test  as  the  test  upon  which  the 
milk  price  was  based.  The  price  was  increased  $0.20  for  the  4.5- 
percent  milk  to  adjust  for  the  0.5  percent  in  excess  of  4 percent  at 
the  rate  of  $0.04  per  0.1  percent.  The  price  was  decreased  $0.20  for 
the  3.5-percent  milk  to  adjust  for  the  0.5  percent  below  4 percent  at 
the  rate  of  $0.04  per  0.1  percent. 

If  the  average  butterfat  test  of  milk  purchased  is  higher  than  the 
butterfat  test  basis  of  the  milk  price,  it  is  to  the  advantage  of  the 
distributor  to  have  the  butterfat  differential  low,  so  that  the  price 
adjustment  upward  is  as  small  as  possible.  If  the  butterfat  test  of 
milk  purchased  is  lower  than  the  butterfat  test  basis  of  the  milk 
price,  it  would  be  to  the  advantage  of  the  distributor  to  have  the 
butterfat  differential  high,  so  that  the  price  adjustment  downward 
is  as  large  as  possible. 

Milk  prices  are  based  upon  various  percentages  of  butterfat,  such 
bases  varying  between  different  milk  areas  and  even  within  the  same 
milk  areas  from  time  to  time.  Butterfat  differentials  also  vary. 
It  is  possible  to  relate  the  butterfat  differential  and  the  value  of 
butterfat  as  established  on  the  base  butterfat  test  of  milk  by  dividing 
the  milk  price  by  the  base  butterfat  test  and  comparing  the  resulting 
price  per  pound  of  base  milk  butterfat  with  the  butterfat  differen- 
tial. This  is  illustrated  in  the  case  of  4.5-percent-butterfat  test  milk, 
assuming  the  milk  price  to  be  $2  per  hundredweight  for  4-percent- 
butterfat  milk  and  the  butterfat  differential  to  be  $0.04  per  0.1  per- 
cent butterfat  test,  as  follows : 

$2-^-4=$0.50  : Value  of  butterfat  per  pound  on  basis  of  milk  price. 

I percent  at  $0.(>t=$0.40;  Value  of  butterfat  i>er  pound  on  basis  of  butterfat 

differential. 

From  the  above  it  is  seen  that  the  excess  butterfat  over  the  4-per- 
cent base  is  paid  for  at  a lesser  price  per  pound,  40  cents,  than  is 
paid  for  the  base  butterfat,  50  cents  per  pound. 

Milk  prices  in  fluid  milk  markets  are  generally  quoted  by  classes 
of  milk.  Each  class  price  divided  by  the  butterfat  test  basis  of  the 
price  results  in  the  per  pound  butterfat  value  for  each  class.  For 
example,  the  class  I price  divided  by  the  butterfat  test  used  as  the 
price  basis  results  in  the  value  of  class  I butterfat,  the  class  II 
price  divided  by  the  base  butterfat  test  results  in  the  value  of  class 

II  butterfat,  etc. 

In  fluid  milk  markets  where  both  the  test  of  class  I milk  pur- 
chased by  distributors  and  the  test  of  class  I milk  sold  to  consumers 
are  in  excess  of  the  butterfat  basis  on  which  the  class  I price  is 
based,  butterfat  is  sold  in  class  I milk  for  which  the  butterfat 
differential  price  was  paid.  Assuming  the  butterfat  test  of  class  I 
milk  purchased  and  sold  to  be  4 percent  and  the  butterfat  test  basis 
of  the  class  I milk  price  to  producers  to  be  3.5  percent,  the  propor- 
tion of  butterfat  sold  in  class  I and  paid  for  at  the  butterfat  differ- 
ential price  is  calculated  as  follows: 

Percent 


Butterfat  test  of  class  I milk  purchased  and  sold 4.  0 

Butterfat  test  basis  of  class  I price 3.  5 


Butterfat  sold  in  class  I and  paid  for  at  butterfat  differential  price.  . 5 

0.5-^4.0^=12.5  percent;  butterfat  sold  in  class  I that  was  paid  for  at  the 
butterfat  differential  price. 

» Butterfat  test  of  milk  as  purchased  and  as  sold. 
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If  the  butterfat  test  of  class  I milk  purchased  was  below  the  but- 
terfat  test  of  class  I milk  sold,  but  both  the  tests  are,  however, 
above  the  butterfat  ^test  basis  prescribed  in  the  class  I milk  price, 
the  proportion  of  butterfat  sold  in  class  I that  was  paid  for  at  the 
butterfat  differential  price  is  calculated  as  follows,  assuming  the 
butterfiit  tests  to  be  3.8  percent  for  milk  purchased,  4 percent  for 
milk  sold,  and  3.5  percent  for  the  class  I price: 

Percent 


Butterfat  test  of  class  I niilk  purchased 3 c 

Butterfat  test  basis  of  class  I price I 3 5 


Butterfat  sold  in  class  I and  paid  for  at  butterfat  differential 

Butterfat  test  of  class  I milk  sold ’Z__Z  'Z”"Z  4 0 

Deficiency  between  butterfat  test  of  milk  sold  and  milk  purchased'Z  'Z  ’ 2 


percent;  butterfat  sold  in  class  I that  was  paid  for  at  the  butterfat 

differential. 

purchased  as  class  I that  was  paid  for  at  the 

butterfat  differential. 

1 Butterfat  test  of  milk  as  sold. 

* Butterfat  test  of  milk  as  purchased. 

In  the  circumstances  shown  above  only  a part  of  the  butterfat 
content  of  class  I (4-percent)  milk  sold  was  obtained  from  the  milk 
purchped,  which  tested  3.8  percent.  The  deficiency  would  be  sup- 
plied by  fortifying  the  milk  with  cream  from  some  source. 

If  the  butterfat  test  of  class  I milk  purchased  was  4 percent  the 
butterfat  test  of  the  milk  sold,  3.8  percent,  and  the  butterfat  basis 
ot  the  class  I price  was  3.5  percent,  then  the  computation  of  the  pro- 
portion  of  butterfat  sold  in  class  I that  was  paid  for  at  the  butterfat 
diflerential,  accounts  for  only  a part  of  the  total  butterfat  pur- 
chased, as  appears  from  the  following: 

Percent 


Butterfat  test  of  class  I milk  purchased  _ _ _ 4 0 

Butterfat  test  of  class  I milk  sold Z~IIZ  3'  g 

Difference  between  butterfat  tests  of  class  I milk  purchased  and  sold.  .2 

Butterfat  test  of  class  I milk  sold _ __ 

Butterfat  test  basis  of  class  I price ZZrZ_ZZZ__Z_ZZZ__"~Z  3 5 

Butterfat  sold  in  class  I and  paid  for  at  butterfat  differential  price—  . 3 


percent;  butterfat  sold  which  was  paid  for  at  the  butterfat 
diirerential  price. 

1 Butterfat  test  of  milk  as  sold. 

In  the  above  example,  7.9  percent  of  the  butterfat  sold  in  class  I 
was  paid  for  at  the  butterfat  differential  price.  There  is  however 
an  excess  of  butterfat  purchased  in  class  I over  the  butterfat  sold 
in  class  I of  0.2  percent.  Under  these  circumstances  the  milk,  as 
purchased,  would  have  to  be  standardized  downward,  possibly  by  the 
addition  of  skim,  from  the  4 percent  butterfat  class  I milk  purchased 
to  the  3.8  percent  class  I milk  sold.  In  other  words,  not  only  does 
the  computation  show  0.3  percent  of  the  class  I butterfat  sold  ob- 
tained at  the  butterfat  differential  price,  but  also  0.2  percent  excess 
butterfat  obtained  at  the  butterfat  differential  price. 

butterfat  paid  for  at  the  butterfat 
differential  price  was  sold  as  class  I in  Boston,  Baltimore,  St.  Louis, 


I 


If 
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and  Cincinnati.  For  the  first  three  of  these  cities,  this  resulted 
from  the  fact  that  the  butterfat  tests  of  milk  purchased  and  sold 
were  above  th^  butterfat  test  basis  of  the  class  I price.  The  Cin- 
cinnati distributoi-s  in  this  year  determined  the  quantity  of  milk  to 
be  paid  for  at  the  class  I price  each  month  by  converting  class  I 
sales  to  the  butterfat  test  of  milk  purchased.  As  the  butterfat  test 
of  milk  purchased  was  higher  than  the  butterfat  test  basis  of  the 
class  I price,  some  of  the  butterfat  in  class  I sales  was  paid  for  at 
the  differential  price. 

The  percentages  of  butterfat  in  fluid-milk  sales  (class  I)  that 
were  paid  for  at  butterfat  differential  prices  in  Boston  and  St. 
Louis,  5.37  percent  and  3.40  percent,  respectively,  were  higher  than 
the  corresponding  percentage  of  1.98  percent  in  Baltimore.®^  This 
situation  resulted  from  the  fact  that  there  were  greater  disparities 
between  the  average  butterfat  tests  of  milk  purchased  and  sold  in 
excess  of  the  butterfat  test  bases  of  class  I prices  in  Boston  and 
St.  Louis  than  in  Baltimore. 

Cincinnati  distributors  paid  the  butterfat  differential  price  for 
7.08  percent  of  the  butterfat  in  class  I sales  during  the  first  6 months 
and  3.80  percent  during  the  last  6 months  of  the  year  1935,  the 
difference  being  due  mainly  to  a change  in  the  butterfat  base  for 
class  I purchases. 

The  Cincinnati  distributors  converted  their  class  I sales  to  the 
butterfat  test  of  milk  purchased  to  determine  the  quantity  of  milk 
to  be  paid  for  at  the  class  I price.  As  the  average  butterfat  tests  of 
milk  purchased  for  the  first  and  second  half  of  the  year  were 
higher  than  the  3.7  percent  and  4.0  percent  -.butterfat  test  bases 
of  class  I prices  that  prevailed  during  the  respective  periods,  there 
was  bound  to  be  butterfat  in  class  I sales  that  was  paid  for  at  the 
butterfat  differential  price.®®  It  is  interesting  to  note  that  if  the 


! 


® The  factors  affecting  the  percent  figures  of  Boston,  Baltimore,  and  St.  Louis  are  not 
comparable  with  the  figures  for  Cincinnati,  as  the  method  of  calculating  the  quantity  of 
milk  to  be  paid  for  at  the  class  I price  varies  from  the  method  used  in  the  other  three 
cities.  Distributors  in  Boston,  Baltimore,  and  St.  Louis  paid  the  class  I price  for  a 
quantity  of  milk  equal  to  the  calculated  quantity  of  class  I sales.  For  example,  if  class  I 
sales  were  calculated  to  be  lOO.OCM)  quarts,  the  distributors  would  pay  the  class  I price 
for  100,000  quarts.  Cincinnati  distributors,  however,  paid  the  class  I price  for  the 
quantity  of  milk  calculated  by  converting  class  I sales  to  the  butterfat  test  of  milk  pur- 
chased. For  example,  if  class  I sales  or  100.000  quarts  converted  to  the  test  of  milk 
purchased  were  90,000  quarts,  the  distributors  would  pay  the  class  I price  for  90,000 
quarts  of  milk. 

” The  percentages  of  butterfat  in  class  I sales  that  wruld  be  rail  for  et  the  butterfat  differential  price  at 
various  butterfat  tests  of  milk  purchased  is  shown  in  the  following  tabulation  for  both  a class  I butterfat 
base  of  3.7  and  4.0  percent: 


Butterfat  test  of  milk 
purchased 

Percent  of  butterfat 
in  class  1 sales 
paid  for  at  butter- 
fat differential 
price 

3.7-per- 
cent  basis 
of  class  I 
price 

4.0-per- 
cent  basis 
of  class  I 
price 

4.5  percent 

Percent 

17.78 

Percent 

11.11 

4,4  percent 

15. 91 

9.09 

4.3  percent... 

13. 95 

6.98 

4.2  percent 

11.90 

4.  76 

4.1  percent— 

9. 76 

2. 44 

Butterfat  test  of  milk 
purchased 

Percent  of  butterfat 
in  class  I sales 
paid  for  at  butter- 
fat differential 
price 

3.7-per- 
cent  basis 
of  class  I 
price 

4.0-per- 
centbasis 
of  class  I 
price 

4.0  percent 

Percent 
7.50 
5. 13 
2.63 

Percent 

3.9  percent 

3.8  percent 

3.7  percent 

72440—36 10 
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Cincinnati  distributors  had  converted  their  class  I sales  to  d.7  {per- 
cent butterfat,  as  originally  provided  by  the  Ohio  Milk  Marketing 
Commission,  they  would  not  have  had  butterfat  in  class  I sales  paid 
for  at  the  butterfat  differential  price.  It  is  little  wonder  that  the 
distributors  opposed  the  provision.  (See  ch.  II,  sec.  14.) 

The  butterfat  differentials  per  pound  of  butterfat  in  1935  for 
Cincinnati  were  30  and  40  cents,®®  for  St.  Louis  30  cents,  for  Balti- 
more 50  and  60  cents,®*  while  for  Boston  the  simple  average  for  the 
year  was  34^  cents.®®  The  prices  for  Baltimore  are  worthy  of 
consideration,  especially  when  compared  with  the  much  lower  prices 
shown  for  the  other  three  cities.  The  differentials  in  Boston,  St. 
Louis,  and  Cincinnati  were  approximately  50  percent  of  the  respec- 
tive per-pound  class  I prices  for  the  basic  quantities  of  butterfat, 
while  the  differentials  in  Baltimore  were  between  70  and  90  percent 
of  the  per-pound  class  I price  for  the  basic  quantities  of  butterfat. 
Baltimore  had  the  lowest  percent  of  butterfat  in  class  I sales  paid 
for  at  the  butterfat  differential  price  of  any  of  the  four  cities. 

The  percent  of  butterfat  in  class  I sales  paid  for  at  butterfat  dif- 
ferential prices  and  the  butterfat  differential  prices  were  important 
in  their  effect  upon  distributor  operating  margins  and  returns  to 
producers.  It  would  appear  that  distributor  margins  on  class  I 
milk  have  been  substantially  increased  by  the  situation  existing  in 
Boston,  St.  Louis,  and  Cincinnati. 

Butterfat  differentials  on  other  than  class  I milk. — St.  Louis 
distributors  were  supposed  to  convert  their  class  II  sales  to  3.5 
percent,  the  butterfat  test  basis  of  the  class  II  prices  in  that  city. 
This  would  result  in  no  butterfat  in  class  II  sales  being  paid  for 
at  the  butterfat  differential  prices.  In  this  section,  are  shown  some 
instances  of  improper  calculations  of  class  II  sales  by  some  of  the 
St.  Louis  distributors.  Milk  not  paid  for  at  class  1 and  class  II 
prices  was  paid  for  at  class  III  prices  and  subject  to  the  butterfat 
differential  of  3 cents  per  one-tenth  of  1 jiercent  above  or  below  the 
base  test,  3.5  percent.  The  class  III  prices,  the  base  price  per  pound 
of  butterfat,  and  the  butterfat  differential  per  pound  paid  during 
each  of  the  months  of  1935,  for  St.  Louis,  are  set  forth  in  the  fol- 
lowing tabulation : 

“The  differential  varied  with  the  price  of  92  score  butter  in  Chicago,  equaling  30 
cents  when  the  price  of  butter  was  below  30  cents  per  pound  and  40  cents  when  the 
price  of  butter  per  pound  was  30  cents  or  over. 

“Baltimore  butterfat  differentials  vary  for  milk  of  different  butterfat  content.  For 
example,  milk  testing  3 to  3.1  percent  butterfat  carried  a differential  of  6 cents  for  each 
* of  1 percent  below  the  base,  while  milk  of  3.2  to  3.3  i>ercent  had  a differential  of  6 cents 
for  each  A of  1 percent.  These  variations  continue  regularly  with  every  fifth  butterfat 
group  carrying  the  5 cents  per  of  1-percent  price.  ^ 

“ Butterfat  differential  prices  in  Boston  were  fixed  twice  each  month.  The  range  for 
these  prices  for  the  year  was  from  25  to  45  cents  per  pound. 
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I 


li 


la 
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Class  III  prices  to 
producers 

Butterfat 

Per  hun- 
dredweight 
3.5  percent 
milk  (f.  0.  b. 
St.  I^uis) 

1 

Per  pound 
of  butterfat 

differential 
per  pound 
of  butterfat 

1935: 

Janiinry  - 

$1.29 

$0. 369 

SO.  30 

Fehriiarv  

1. 37 

.391 

.30 

March  . .......  - ----- - — 

/ 1.21 

1 1.23 

1.30 

.346 

1 .30 

April  --  ----- ' 

» oOi 

.371 

J 

.30 

May  . ..  ..... 

1.06 

.303 

.30 

Tunc  - 

.97 

.277 

.30 

July  - 

.98 

.280 

.30 

August  - - - — 

1.00 

.286 

.30 

Rent  cm  her  

1.04 

.297 

.30 

Octnher  ...  . 

1. 10 

.314 

.30 

NnvcTTihcr  . ...  . 

1.25 

.357 

.30 

December i 

1. 31 

.374  j 

.30 

The  butterfat  differential  price  per  pound  of  butterfat  was  30 
cents  throughout  the  year,  while  the  class  III  base  butterfat  price 
per  pound  ranged  from  27.7  cents  in  June  to  39.1  cents  in  February. 
Class  III  butterfat  prices  w^ere  lower  than  the  butterfat  differential 
price  during  June,  July,  August,  and  September,  and  higher  in  the 
other  8 months. 

In  Boston  all  milk  not  paid  for  at  the  class  I price  was  paid  for  at 
the  class  II  price,  as  there  were  only  two  classes  of  milk  in  the 
market.  The  relation  between  the  class  II  prices  and  butterfat  dif- 
ferentials paid  during  each  month  of  1935  for  Boston  is  illustrated  in 
the  following  tabulation ; 


I 

i 

'ff 

; 

li 


1935: 

January.— 

February.. 

March 

April 

May 

June 

July. 

August 

September 

October. 

November. 


Class  II  prices  to  producers 


Per  hundred- 
weight 3.7 
percent  milk 
f.  0.  b.  Bos- 
ton 


$1,535 
1.590 
1.777 
1.  746 
1.  643 
1.  724 
1. 795 
1.612 
1. 454 
1.264 
1. 181 
1.  127 
1. 144 
1.  106 
1. 135 
1. 103 
1. 103 
1.073 
1. 129 
1.310 
1. 520 
1.707 
1.704 
1.593 


Per  pound  of 
butterfat 


$0,415 

.430 

.480 

.472 

.444 

.466 

.485 

.436 

.393 

.342 

.319 

.305 

.309 

.299 

.307 

.298 

.298 

.290 

.305 

.354 

.411 

.461 

.460 

.431 


Butterfat 
differential 
per  pound  of 
butterfat 


$0. 38 
.39 
.44 
.43 
- .41 
.43 
.45 
.40 
.35 
.30 
.28 
.27 
.27 
.26 
.27 
.26 
.26 
.25 
.26 
.31 
.37 
.42 
.42 
.39 


Excess  of 
class  II  base 
price  per 
pound  of 
butterfat 
over  butter- 
fat differen- 
tial price  per 
pound 


$0. 035 
.040 
.040 
.042 
.034 
.036 
.035 
.036 
.043 
.042 
.039 
.035 
.039 
.039 
.037 
.038 
.038 
.040 
.045 
.044 
.041 
.041 
.040 
.041 


December 


138  DISTRIBUTION  AND  SALE  OF  MILK  AND  MILK  PRODUCTS 


Boston  class  II  butterfat  prices,  f.  o.  b.  Boston,  were  in  excess  of 
the  butterfat  differential  prices  throughout  the  year.  The  range 
of  excess  was  from  3.4  cents  in  March  to  4.5  cents  in  October. 

If  the  butterfat  test  of  the  milk  coming  into  a market  runs  higher 
than  the  base  butterfat  test  for  class  I milk,  or  of  the  base  butterfat 
test  for  all  milk  in  all  classes,  then  the  opportunity  for  distributors 
to  obtain  a comparatively  cheap  supply  of  butterfat  is  increased. 
In  Boston,  for  example,  the  total  pounds  of  butterfat  paid  for  in 
class  I were  in  excess  of  the  pounds  of  butterfat  sold  in  class  I milk, 
and  the  quantity  of  this  excess  which  was  paid  for  at  the  butterfat 
differential  price  was  available  for  other  purposes.  The  effect  of 
an  accumulation  of  butterfat  purchases  at  differential  prices  in  all 
classes  over  a period  of  time  is  far  from  being  an  insignificant 
factor. 

Cincinnati  distributors  in  1935  converted  their  class  II  sales  to 
the  butterfat  test  of  milk  purchased,  instead  of  to  the  butterfat  basis 
of  class  II  prices  as  was  done  in  St.  Louis.  As  the  average  butterfat 
tests  of  milk  purchased  in  Cincinnati  for  the  first  6-month  and 
second  6-month  periods  were  in  excess  of  the  butterfat  bases  of  class 
II  prices  during  the  respective  periods,  some  butterfat  paid  for  at 
butterfat  differential  prices  was  sold  in  class  II;  7.40  and  4.46  per- 
cent of  the  butterfat  in  the  class  II  sales  during  the  two  respective 
6-month  periods  were  paid  for  at  butterfat  differential  prices.  This 
situation  is  especially  significant  in  view  of  the  relationship  that 
existed  between  class  II  butterfat  price  and  the  butterfat  differential 
price,  as  illustrated  in  the  following  tabulation : 


Class  II  prices  paid  to  producers 


1935 

Per  hun- 
dred- 
weight 

Per  pound 
of  butter- 
fat * 

Butterfat 
differential 
per  pound 

Difference 

January 

$1.65 

1.65 

$0,446 

.446 

$0. 40 

.40 

$0. 046 
.046 
.046 
.046 
.146 
.146 
.112 
. 112 

February 

March-1... 

1.65 

.446 

.40 

April - 

1.  65 

.446 

.40 

May-- - 

1.65 

.446 

.30 

June.. 

1.65 

.446 

.30 

July.— 

1.65 

.412 

.30 

August 

1.65 

.412 

.30 

September — 

1.  65 

. 412 

.30 

.112 

.112 

.012 

.012 

October.  

1.66 

.412 

,30 

November 

1.65 

.412 

.40 

.40 

December 

1.6.5 

.412 

J The  first  6 months  the  butterfat  base  was  3. 7-percent  butterfat  while  the  last  6 months  it  was  4-percent» 


Class  II  butterfat  prices  per  pound  were  in  excess  of  butterfat 
prices  per  pound  throughout  the  year,  the  range  being  from  1.2 
cents  per  jinund  in  November  and  December  to  14.6  cents  in  May 
and  June.  In  6 months  out  of  the  year  the  excess  amounted  to  over 
11  cents  per  pound. 

From  the  foregoing  discussion  of  butterfat  differentials,  it  will 
be  seen  that  they  bear  an  important  part  in  prices  paid  to  pro- 
ducers.  The  Baltimore  cooperative  appears  to  have  realized  this. 


“ The  Cincinnati  results  cover  the  operations  of  all  distributors  reporting  to  the  Ohio 
Milk  Marketing  Commission  during  the  first  6 months  of  the  year  and  all  those  reporting 
to  the  Cincinnati  Sales  Association,  Inc.,  during  the  last  0 months. 
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as  is  shown  by  the  relatively  high  differential  prices  it  has  obtained 
for  its  members. 

Tramportation  of  rtiMk  from  fai'ms  and  country  stations  to  city 
plants. — Milk  produced  on  farms  may  be  shipped  directly  to  the  city 
plant,  where  it  is  pasteurized,  bottled,  and  distributed  to  consumers, 
or  it  may  be  shipped  from  the  farm  to  a countiy  receiving  station, 
where  it  is  cooled  and  reshipped  to  the  city  plant.  Milk  producers 
are  generally  charged  for  the  transportation  of  milk  between  farm 
and  city  plant,  or  farm  and  country  receiving  station  if  not  hauled  by 
themselves,  and  from  the  country  station  to  the  city  plant. 

The  transportation  charges  are  generally  deducted  by  the  dis- 
tributors from  the  producers’  gross  milk  return,  and  the  transporta- 
tion agencies  are  then  paid  by  the  distributors.  If  the  distributor  is 
engaged  in  milk  transportation,  he  retains  the  hauling  charges  thus 
deducted  from  the  producers. 

The  distributors’  gross  operating  margins  are  affected  to  the  extent 
that  these  hauling  charges  retained  are  in  excess  of,  or  less  than, 
the  transportation  costs  incurred.  The  relation  of  hauling  charges 
and  hauling  costs  on  milk  transported,  by  train  and  by  truck,  is  illus- 
trated for  certain  Boston,  Baltimore,  Cincinnati,  and  St.  Louis 
distributors  for  October  1935  in  the  following  tabulation : 


Baltimore 
(1  com- 
pany) 

Boston  * (2 
companies) 

Cincinnati 
(4  compa- 
nies) 

St.  Louis  * 
(3  compa- 
nies) 

Amount  of  hauling  charges  in  excess  of  cost 

$10,866.45 
4, 654, 969 
0.233 

*$25,013. 47 
9, 528, 073 
*0.263 

$1,032. 39 
3, 252, 967 
0. 032 

<$5,244.88 
3, 995, 656 
< 0. 131 

Number  of  quarts  of  milk  hauled 

Amniint  per  qiiart.  of  milk  hauled  oentj; 

* Boston  sales  area  figures  include  class  I milk  for  both  dairies  and  class  II  for  only  1 dairy,  as  class  II 
hauling  deduction  and  expenses  were  not  available  for  the  other  dairy  investigated.  There  were  only  2 
classes  of  milk  in  Boston  during  October  1935. 

> The  results  shown  by  St.  Louis  dairies  were  affected  by  the  fact  that  2 companies  operate  processing 
plants  some  distance  from  the  city  and  the  expenses  which  are  charged  against  the  allowances  for  freight 
and  hauling  cover  the  delivery  of  finished  products,  bottled  and  packed  from  the  processing  plant  to  the 
city  distributing  plants,  and  also  the  cost  of  transporting  the  empty  bottles  and  packages  from  the  city  to 
the  processing  plant. 

* This  amount  also  includes  charges  for  can  service  of  3 cents  per  hundredweight  and  costs. 

« Indicates  excess  of  cost  over  amount  deducted  from  producers. 

During  October  1935  distributors’  gross  margins  per  quart  on 
distributor-hauled  milk  in  Baltimore,  Boston,  and  Cincinnati  were 
increased  by  0.233  cent,  0.263  cent,  and  0.032  cent,  respectively,  while 
the  gross  margins  in  St.  Louis  were  decreased  by  0.131  cent  as  the 
result  of  milk-transportation  operations. 

The  Baltimore  area  apparently  was  the  only  one  of  the  four 
surveyed  w’here  the  distributor  was  engaged  in  hauling  milk  from 
farm  direct  to  city  plant.  Some  of  the  milk  received  by  this  dealer 
was  hauled  by  indei>endent  haulers,  and  some  by  the  producers 
themselves. 

In  the  Baltimore  area  the  charges  to  producers  on  milk  shipped 
from  farm  direct  to  city  plant  are  set  by  the  Public  Service  Com- 
mission of  the  State  of  Maryland.  The  Baltimore  company  ex- 
amined deducted  these  transportation  charges  from  the  milk  returns 
of  the  producers  whose  milk  was  thus  transported.  Independent 
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milk  haulers  received  the  amount  of  the  charges  deducted  from  the 
returns  of  producers  whose  milk  they  hauled,  less  a small  book- 
keeping charge  for  expense  incurred  by  the  distributor  in  keeping 
the  records  of  the  various  haulers. 

There  were  no  country  stations  operated  in  the  Cincinnati  area 
during  the  period  covered  by  the  inquiry,  and  all  milk  shipped  to 
city  was  hauled  by  independent  truck  {»perators  or  by  producers 
themselves.  Two  of  the  Cincinnati  distributors,  however,  operated 
processing  plants  some  distance  from  the  city  of  Cincinnati.  These 
distributors  were  given  an  allowance  on  milk  ostensibly  to  cover  the 
cost  of  transporting  such  milk  to  Cincinnati  for  distribution.  The 
cost  of  hauling  includes  also  the  cost  of  distributing  some  of  the  milk 
direct  to  consumers  in  Cincinnati  as  well  as  the  cost  of  hauling  to 
the  city. 

The  matter  of  profit  by  milk  distributors  on  transporting  milk 
from  the  country  to  city  processing  plants  is  one  which  has  been 
much  discussed  in  the  milk  industry.  Some  hold  that  the  distribu- 
tors  should  not  profit  from  transporting  milk.  On  the  other  hand, 
the  distributors  claim  that  their  charges  to  the  producers  are  never 
in  excess  of  the  charges  any  producer  would  have  to  pay  if  he  shipped 
his  milk  by  public  conveyance.  Furthermore,  the  distributors  say 
that  by  hauling  milk  in  tank  cars  or  by  tank  trucks,  some  advantages 
in  freshness  and  purity  are  obtained  which  are  in  the  interests  of 
producers  and  that  distributors  are  entitled  to  any  savings  in  cost 
they  can  obtain  as  compared  with  public-conveyance  transportation. 

Inasmuch  as  milk  distributors  are  not  public  utilities  in  the 
ordinary  accepted  sense,  their  argument  has  some  force. 

The  cooperative  associations  might  do  well  to  give  serious  con- 
sideration to  the  possibilities  of  performing  the  transportation 
services  for  their  members. 

SECTION  3.  DISTRIBUTOR  REPORl'S  AND  AUDITS 

Distributor  milk  settlements  with  producers  in  the  four  cities  cov- 
ered by  the  inquiry  have  generally  involved  class  prices  at  one  time 
or  another.®^  Such  prices  were  usually  set  by  agreement  between 
distributors  and  producers  or  by  State  or  Federal  milk  regulatory 
bodies.  The  presence  of  two  or  more  class  prices  obviously  makes 
possible  gains  to  distributors  who  pay  for  milk  without  conformity 
with  the  pi’evailing  agreement  or  regulation. 

In  order  that  producer  cooperatives  and  regulatory  agencies  can 
be  assured,  as  far  as  is  possible  by  sound  accounting  methods,  that 
distributors  have  paid  producers  according  to  the  prevailing  agree- 
ments or  regulations,  the  commission  considers  it  fundamental  that 
the  distributors’  books  be  audited  periodically.  A thorough  audit, 
assuming,  of  course,  that  adequate  records  are  kept,  would  disclose 
the  quantities  of  milk  sold  in  each  established  sales  class.  To  make 
sure  that  such  quantity  data  have  been  determined  in  accordance 
with  the  prevailing  agreements  or  regulations,  it  is  necessary  to 
reconcile  the  quantities  sold  with  respective  dollar  sales  that  appear 
in  the  profit  and  loss  statement  for  the  period  audited.  Without 
the  reconciliation  of  quantity  and  dollar  sales,  auditors  cannot  be 

Baltimore  distributors  paid  class  prices  prior  to  Jan.  1,  1935,  when  a flat  price  of 
23  cents  i>er  hundredweight  was  instituted.  Boston,  St.  Louis,  and  Cincinnati  distributors 
have  paid  class  prices  for  several  years. 
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I certain  that  quantity  sales  by  each  class  have  been  properly  accounted 
’ for. 

St.  Louis  and  Boston  operated  under  Agricultural  Adjustment 
Administration  agreements  and  licenses  at  the  time  of  the  inquiry 
and  had  been  doing  so  since  November  1933.  The  original  agree- 
ments and  licenses,  and  subsequent  amendments  for  both  cities,  pro- 
' vided  for  distributor  reports  to  the  Secretary  of  Agriculture  and 

' authority  for  the  latter  to  examine  the  distributors’  books.  (See  ap- 
j pendix  F for  provisions  of  Boston  and  St.  Louis  agreements  and 

' licenses  pertaining  to  distributor  reports  and  examinations  of  books 

and  records.)  Distributors  in  both  areas,  however,  refused  to  allow 
auditors  of  the  local  Agi'icultural  Adjustment  Administration  milk- 
market  administrators  to  reconcile  quantities  and  dollar  sales.  One 
»'  of  the  two  milk-market  administrators  asked  the  distributors  in  his 
area  to  fill  in  a schedule  calling  for  quantity  and  dollar  sales  by 
products,  but  the  distributors  refused  to  do  so.  Some  distributors  in 
this  market  repoi'ted  monthly  class  I and  class  II  sales  in  quantities 
' only  and  refused  to  report  class  III  sales  even  in  quantities.  The 
milk-market  administrator  in  the  city  in  which  this  occurred  sought 
to  audit  the  quantity  class  III  sales  of  such  distributors  to  determine 
if  some  milk  actually  sold  in  class  I and  class  II  had  been  actually 
paid  for  at  class  III  prices,  but  the  particular  distributors  refused 
to  allow  such  an  audit.  Some  distributors  refused  to  allow  the  local 
milk-market  administrator  to  audit  a given  month’s  sales  until  sev- 
eral months  after  the  month  in  question  had  passed,  with  the  result 
that  a considerable  amount  of  data  were  missing. 

At  the  time  of  the  inquiry  in  Baltimore,  and  dating  back  to  Janu- 
ary 1935,  distributors  paid  a flat  price  of  23  cents  jier  gallon  for  all 
milk  purchased,  and  the  local  cooperative  association  made  no  audit 
t of  distributor  sales.  Audits  were  made,  however,  from  time  to  time 
in  past  years,  when  classified  prices  were  paid. 

In  1919  the  IMaryland  State  Dairymen’s  Association  and  the 
dealers  entered  into  a selling  plan.  At  that  time  Dr.  Clyde  L. 
j King  was  chosen  arbitrator  and  continued  as  such  until  1931. 

, Under  the  “selling  plan”  the  arbitrator  received  monthly  reports 

from  reporting  dealers  and  had  authority  to  make  audits  or  examina- 
tions of  reporting  dealers’  records  as  shown  by  paragraph  11  of 
the  “selling  plan”  effective  September  1,  1927,  under  which  the 
dealers  and  association  operated  until  1931.®®  During  Dr.  King’s 

Secs.  1.  2,  and  11  of  the  Soiling  Plan  of  the  Maryland  State  Dairymen’s  Association, 
effective  Sept.  1,  1927,  provided  as  follows  : 

*‘l.  Arbitration. — The  principles  of  arbitration  are  mutually  acceptable  to  the  Maryland 
State  Dairymen’s  Association  and  to  the  Individual  Dealers  subscribing  to  this  plan.  Dr. 
Clyde  L.  King  shall  continue  as  arbitrator  and  he  shall  be  guided  as  heretofore  in  the 
settlement  of  any  disputes  by  the  relations  among  and  welfare  of  producers,  dealers,  and 
consumers. 

“2.  Reports  on  tchich  plan  is  lyased. — The  Individual  Reporting  Dealers  will  report  pur- 
chases of  Class  I or  basic  and  Class  II  or  farm  surplus  milk,  and  various  sales  of  milk 
and  cream.  It  is  upon  the  tabulated  results  of  the  total  basic  and  total  farm  surplus 
purchases,  and  total  sales  of  fluid  milk  and  cream,  month  by  month,  from  these  dealers. 

^ that  the  following  plan  is  based.  Any  additional  dealers  so  reporting  should  be  included 

in  this  tabulated  summary. 

“11.  Accountant  to  verify  reports. — A reporting  dealer  purchasing  milk  from  the  Mary- 
land State  Dairymen’s  Association  shall  agree  to  the  employment  of  an  arbitrator  and  to 
^ give  him  free  access  to  all  records  of  milk,  both  basic  and  farm  surplus  purchases,  and  of 

sales,  through  an  accountant  of  his  selection,  and  with  the  approval  of  the  Association 
and  the  dealer  concerned.  This  accountant  is  not  to  be  interested  in  nor  connected  in 
any  way  with  any  dairy  in  the  City,  and  must  be  a capable  man,  enjoying  the  confidence  of 
the  dealer  and  producers.  The  purpose  of  said  accountant  is  to  see  that  all  dealers 
\ report  on  the  same  basis,  to  make  itemized  accounts  of  purchases  from  various  sources, 

S and  to  minimize,  as  far  as  possible,  the  chance  of  errors  in  reports  from  reporting 

f dealers.” 
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term  as  administrator,  dealers  reported  to  him  and  his  auditors 
checked  the  records  of  dealei’s.  How  extensive  the  examinations 
made  by  Dr.  King’s  auditors  were,  or  exactly  what  reports  he 
received  from  the  distributors,  the  Maryland  association  could  not 
state  as  all  reports  were  retained  by  Dr.  King. 

In  1931  the  association  retained  an  accountant  to  examine  the 
records  of  one  company,  but  only  for  the  purpose  of  examining  into 
the  amount  claimed  due  to  this  company  as  manufacturing  agent 
of  the  association.  From  the  latter  part  of  1931  to  1933  the  asso- 
ciation also  examined  the  records  of  some  of  the  dealers  pertaining 
to  manufacturing  surplus  milk  for  the  account  of  the  cooperative. 
This  was  for  the  purpose  of  verifying  the  monthly  reports  by  deal- 
ers and  represents  the  extent  of  the  examination  of  dealers  records 
by  the  association. 

In  Sej)tember  1933  the  Agricultural  Adjustment  Administration 
issued  its  Marketing  Agreement  and  License  for  Milk,  Baltimore 
Area,  Marketing  Agreement  Series,  Agreement  No.  9,  License  No. 
6,  by  which  an  adjustment  fund  was  established  and  an  adjustment 
fund  committee  set  up.  On  November  24,  1933,  the  adjustment 
fund  committee  sent  a letter  to  dealers,  advising  them  of  the  action 
of  the  committee  in  retaining  a firm  of  accountants — 

to  check  over  with  you  the  total  mo’Uthly  milk  purchases,  sales,  etc.,  of  your 
dairy. 

The  committee  cited  as  its  authority  for  this  step — 

the  provisions  as  outlined  in  the  license  covering  the  Baltimore  Milk  Marketing 
Agreement  (p.  25,  exhibit  B,  sec.  C,  par.  2), 

which  reads  in  part  as  follows : 

The  Committee  shall  have  power,  through  duly  authorized  agents,  to  make 
such  examination  of  the  books  and  records  of  the  distributors  as  may  be 
reasonable  and  necessary  for  the  due  administration  of  the  adjustment  fund. 

Examination  of  the  accountants’  reports  as  submitted  to  the  com- 
mittee in  charge  of  the  adjustment  fund  indicates  that  the  checkups 
were  merely  test  checks.^^ 

An  official  of  one  distributing  company  advised  an  agent  of  the 
commission  that  the  accountants  went  into  detail,  even  to  checking 
cash  entries.  The  accountants’  reports  to  the  adjustment-fund  com- 
mittee, however,  term  the  nature  of  their  work  as  a test  check  and 
this  description  is  borne  out  by  an  examination  of  the  reports. 

The  test  checks  by  the  accountants  continued  until  August  1934, 
when  the  market  administrator  started  operations  and  continued  for 
3 or  4 months.  During  that  period  the  same  accounting  firm  was 
again  retained.  From  October  1934  to  December  31,  1934,  no  exam- 
inations were  made.  In  January  1935  a n<!W  surplus-fund  committee 
was  formed  and  operated  for  3 or  4 months.  During  these  months 
another  accounting  firm  was  retained.  No  reports  were  filed  by  this 
firm,  and  it  is  not  known  whether  any  audits  of  the  records  of  dis- 
tributors were  made  by  it.  Since  that  time,  about  April  1935,  how- 
ever, no  examinations  have  been  made  of  dealers’  records. 

At  the  time  of  the  inquiry  in  Baltimore  the  commission’s  exam- 
iners found  it  impossible  completely  to  reconcile  the  quantity  and 

“Test  check”  consisted  of  an  effort  to  prove  the  ac<;uracy  of  the  dealers’  reports  as  to 
purchases  and  sales  in  quantities  for  a given  period,  by  verifying  only  selected  portions 
of  the  records. 


f 
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dollar  sales  of  one  milk-distributing  company.  An  official  of  this 
company  told  agents  of  the  commission  that  sales  other  than  route 
sales  were  not  recorded  by  commodities  or  units.  Such  other  sales, 
including  sales  over  the  counter  in  the  company’s  building,  included 
^ milk,  milk  products  and  other  items.  In  filing  a report  with  the 
Market  Administrator  for  August  1934  an  adjustment  of  600  gal- 
lons (estimated  by  the  company  to  be  class  I milk,  counter  sales) 
was  made  to  class  I sales  in  an  effort  to  report  class  I sales  as  ac- 
I curately  as  possible.  It  is  important  to  point  out  that  an  audit  con- 

" fined  to  the  quantity  sales  of  this  company  would  not  have  revealed 

1 total  fluid  milk  sales  because  some  of  the  sales  were  not  recorded 
by  the  company  in  quantities. 

Prior  to  the  Ohio  Milk  Marketing  Commission,  the  K.  I.  O.  Milk 
Producers  Association,  which  was  supposed  to  have  represented 
producers  in  the  Cincinnati  market  shipping  through  it,  did  not 
^ audit  the  distributors’  records.  The  Ohio  Milk  Marketing  Com- 

J mission  audited  the  distributors’  records,  but  no  attempt  was  made 

to  reconcile  quantity  and  dollar  sales.  The  Ohio  Commission  dis- 
continued operations  July  1,  1935,  and  since  that  date,  the  Cin- 
i cinnati  Sales  Association,  Inc.,  has  audited  distributor  records. 

^ The  association’s  auditors  checked  the  records  of  each  distributor 

' as  to  quantities  sold  in  the  various  classes,  and  made  intermittent 

spot  checks  into  route  drivers’  daily  records.  The  association,  how- 
ever, had  no  authority  to  reconcile  distributor  sales  in  quantities 
and  dollars. 

As  previously  stated  the  commission  believes  that  the  only  effec- 
tive audits  of  the  records  of  milk  distributors  are  those  which  in- 
clude both  quantities  and  dollar  sales.  That  this  view  is  not  con. 
fined  to  the  commission  is  shown  by  the  following  statements  made 
to  examiners  of  the  commission : 

A Governmental  milk-regulatory  official,  in  one  of  the  four  cities 
covered  by  the  inquiry,  stated  that  the  audits  made  by  his  organ- 
ization were  of  little  value  without  quantity  and  dollar  sales  re- 
, conciliation.  A regulatory  official  in  another  of  the  four  cities  re- 
ported that  “distributor  reports  must  be  checked  ihto  financial 
records  to  be  sure  of  accuracy.”  A representative  of  one  coopera- 
tive association  stated  to  examiners  of  the  commission  that: 

examinations  of  dealers’  records,  as  conducted  in  the  past,  were  of  little  if  any 
value  from  the  angle  of  verification  of  the  records.  However,  a clause  (in 
respect  to  right  to  verification)  placed  in  the  dealers'  agreement,  w'hether 
carried  out  or  not,  did  have  a material  effect  upon  producers  and  consumers 
alike,  in  that  they  felt  they  were  protected.  It  likewise  reflects  favorably 
on  the  dealer  if  it  api)ears  he  is  agreeable  to  an  examination  of  his  records. 

Chai>ter  IV.  Profits  From  Operations 

SECTION  1.  introductory  EXPLANATIONS 

The  various  plans  under  which  milk  and  milk  products  were  pur- 
chased and  sold  by  the  dealers  herein  referred  to  have  been  explained, 
and  the  financial  results  of  their  operations  are  set  forth  in  the 
sections  which  iminediately  follow. 

Operating  statements  for  the  month  of  October  1935  are  first  pre- 
sented in  order  to  show  how  the  dealers  examined  fared  while  oper- 
ating within  the  gross  margins  permitted  by  the  spreads  referred 
to  in  the  preceding  chapter. 
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Similar  statements  for  the  years  1930,  1933,  1934,  and  1935  are 
also  given  for  the  purpose  oi  showing  the  corresponding  results 
during  a predepression  year,  insofar  as  the  milk  distributing  busi- 
ness is  concerned,  and  the  last  3 years. 

These  statements  cover  only  the  operations  of  the  so-called  milk 
divisions  of  the  dealers  examined  and  do  not  include  sales,  expenses, 
and  profits  pertaining  to  their  ice  cream  and  butter  divisions,  con- 
denseries,  bakeries,  stores,  i*estaurants,  and  farms.  That  is,  the 
results  of  such  activities  and  also  the  revenues  and  expenses  per- 
taining to  investments  outside  the  milk  business  have  been  excluded 
from  these  operating  statements  to  the  exbmt  that  they  could  be  suit- 
ably segregated.  Otherwise,  they  have  been  included,  but  these 
statements  are  substantially  limited  to  the  regular  milk  and  cream 
business  and  a relatively  small  amount  of  other  products. 

Due  to  the  limited  time  available,  the  other  operations  referred  to 
were  not  investigated  thoroughly. 

Rates  of  return  on  investments  are  also  given  for  the  purpose  of 
showing  how  profitable  the  business  was  with  respect  to  the  capital 
employed  therein.  No  attempt  has  been  made  to  establish  a fair 
margin  of  profit  or  rate  of  return,  but  information  is  presented  to 
show  the  relation  of  various  exj^enses  and  profits  to  sales  and  the 
ratio  of  net  earnings  to  investments.  Returns  on  investments  should 
not  be  confused  with  profits  on  sales. 

The  margin  of  profit  on  sales  necessary  to  earn  a fair  return  on 
investment  depends  largely  upon  the  volume  of  sales.  The  invest- 
ments in  plant  and  equipment  and  the  fixed  charges  pertaining 
thereto  remain  fairly  constant.  When  sales  drop  and  facilities  are 
not  utilized  to  capacity,  expenses  cannot  b<i  correspondingly  reduced 
and  the  percentage  of  net  earnings  on  investment  is  decreased. 
Therefore,  the  frequency  of  investment  turn-over,  or  ratio  of  sales  to 
investment,  seriously  affects  the  resulting  return  on  investments. 
The  more  frequent  the  turn-over  of  investment  or  capital  employed 
in  the  business,  the  smaller  is  the  margin  of  profit  on  sales  necessary 
to  earn  a given  annual  return  on  the  investment.  This  is  illustrated 
by  the  following  statement  which  sets  forth  such  data  with  respect 
to  the  combined  operations  of  the  four  Baltimore  and  Boston  dealers 
examined.  The  investments,  sales,  and  profits  referred  to  in  this 
table  necessarily  include  the  entire  milk  business,  but  do  not  cover 
other  activities  or  investments. 


Table  10. — Relation  of  profits  on  sales  to  returns  on  investments  of  2 Baltimore 

and  2 Boston  dealers  examined 


Description 

1930 

1933 

1934 

1935 

Investment  in  milk  business,  combined  totals... 
Net  sales  of  milk  and  milk  products,  combined 

1 $18,123,407 

' $16,466,202 

$15,  702, 129 

$16, 324,836 

totals 

$56, 482, 555 

$37,261,009 

$40, 749,651 

$44,  790, 190 

Net  income  from  milk  business,  combined  totals.. 
Combined  results: 

Rate  of  turnover  of  investment  (sales  divided 

$3, 968,  787 

$2, 408,856 

$955, 129 

$1;  990;  302 

by  investment,  times) . 

Profit  on  sales  (income  divided  by  sales, 

3. 12 

2.26 

2.60 

2.74 

percent) 

Return  on  investment  (income  divided  by 

7.02 

6. 47 

2.34 

4.44 

investments,  percents 

21.90 

14.63 

6.08 

12.19 
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The  corresponding  ratios  for  the  two  dealers  in  each  of  these 
cities  were  as  follows: 


1930 

1933 

1934 

1935 

Baltimore  dealers: 

Rate  of  turnover times.. 

2.40 

10.64 

25.58 

3. 39 
6. 05 
20.50 

1.  73 
10.44 
18. 14 

2. 47 
5.38 
13.27 

1. 89 
7.  39 
14.01 

2. 84 
1. 15 
3.28 

2.27 

6.56 

14.90 

2.88 

3.95 

11.39 

Profit  on  sales percent.. 

Return  on  investments do 

Boston  dealers: 

Rate  of  turnover times.. 

Profit  on  sales percent.. 

Return  on  investments do 

The  various  conditions  reflected  in  the  foregoing  tables  may  be 
more  clearly  understood  from  the  following  statement  which  shows 
by  percentages  the  relative  investment,  sales,  and  profits  of  the  same 
four  companies  for  the  last  3 years  compared  with  the  corresponding 
totals  for  1930: 


Description 

1936 

1933 

1934 

Investment  in  milk  business 

pftrrftnt 

100 

91 

87 

Net  sales  of  milk  and  milk  products 

l..do 

100 

66 

72 

Net  income  from  milk  business 

- do 

100 

61 

24 

The  foregoing  figures  show  the  lowest  volume  of  sales  in  1933, 
but  the  margin  of  profit  on  sales  in  that  year  improved  and  a sub- 
stantial return  on  the  capital  employed  in  the  business  was  earned. 

The  lowest  return  on  investment  is  shown  for  1934  (table  10),  when 
the  margin  of  profit  on  sales  was  likewise  lowest  and  turn-over  lower 
than  in  either  1930  or  1935.  Sales  for  1934  were  considerably  more 
than  for  1933,  and  turn-over  was  also  higher  but  these  increases  were 
insufficient  to  offset  tlie  relatively  low  margin  of  profit  on  sales. 
The  net  result  was  a return  on  investment  of  6.08  percent  compared 
with  the  14.63  percent  earned  during  1933. 

The  much  higher  i-eturn  on  investment  of  12.19  percent  for  1935 
plainly  resulted  from  substantial  increases  in  sales  turn-over  and 
margin  of  profit  on  sales. 

SECTION  2.  SALES  AND  PROFITS  OF  THE  MILK  DIVTSIONS  FOR  THE  MONTH 

OF  OCTOBER  1935 

The  dealers  referred  to  in  this  section  include  one  in  Baltimore, 
two  in  Boston,  four  in  Cincinnati,  and  three  in  St.  Louis. 

Data  presented  in  the  preceding  chapter  concerning  dealers  spreads 
for  the  month  of  October  1935  show  that  the  gross  margins  per 
quart  within  which  these  dealers  operated  during  that  month  repre- 
sented about  one-half  of  net  sales  and  averaged  from  3 to  5 
cents  per  quart.  Such  spreads  varied  greatly  for  the  different  classes 
of  milk  and  milk  products,  and  also  varied  from  II/2  to  2 cents  per 
quart  for  the  same  classes.  The  average  margins  for  all  classes 
combined  varied  likewise.  Such  spreads  represent  the  difference 
between  costs  of  raw  products  and  sales  of  finished  products.  The 
nature  of  milk  and  milk  products  included  in  the  classes  referred 
to  has  been  stated  in  the  section  covering  dealers’  spreads. 
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Average  prices  paid  and  received,  in  each  of  the  cities  by  these 
dealers  during  October  1935  varied  greatly  as  shown  by  the  follow- 
ing tabulation.*® 


Description 


Fluid  milk  sales 

Fluid  cream  sales 

Other  classes  of  milk  and  milk  products 
Average  for  all  classes 


Paid  (cents  per 
quart) 

Received  (cents  per 
quart) 

Maximum 

Minimum 

Maximum 

Minimum 

6. 14 

4.42 

11.27 

0.  36 

5.28 

3. 21 

8. 82 

5. 89 

5. 73 

3.33 

10. 76 

5. 97 

5.3:1 

3.86 

10.  35 

7. 72 

The  operating  profits  of  these  dealers  vary,  not  only  by  reason  of 
their  various  spreads  for  each  class  of  products,  but  also  the  rela- 
tive quantities  handled  of  each  class  and  the  portions  thereof  sold  to 
their  retail  and  wholesale  trade,  as  discussed  in  chapter  III,  section  1. 

The  profits  of  these  dealers  were  also  affected  by  the  relation  of 
sales  to  plant  capacities  and  the  ratios  of  their  various  expenses  to 
sales.  Delivery  expense  was  the  most  important  item  of  expense  and 
the  one  that  varied  most. 

The  following  table  shows  the  combined  sales,  expenses,  and  oper- 
ating  profits  of  these  10  dealers  for  the  month  of  October  1935,  and 
also  shows  the  maximum  variations  in  their  cost  of  raw  materials, 
each  class  of  expense  and  operating  profit; 


Table  Combined  sales,  expenses,  and  net  profits  for  the  month  of  October  1935 
of  the  milk  divisions  of  10  companies  {1  in  Baltimore,  2 in  Boston,  4 in  Cincin- 
nati, and  3 in  St.  Louis) 


Combined  totals 

Separate  dealers 

Amount 

Percent 
of  net 
sales 

Maxi- 

mum 

Mini- 

mum 

Net  sales 

$4, 140, 371. 32 
2,299.  729. 16 

100.0 

55.5 

Percent 

Percent 

Cost  of  raw  materials 

58.86 

46.83 

Gross  spread 

1,840,  642.16 

44.5 

53. 17 

41. 14 

Processing  expense . 

422,  246. 63 
1, 053, 245. 46 
135, 141. 97 
117,114.38 

10.2 

25.4 

3.3 

2.8 

13.99 
35.02 
6.06 
4. 48 

8. 19 
22.55 
1.94 
2.33 

Delivery  expense 

Selling  expense 

Administrative  expense 

Total  costs,  exclusive  of  raw  materials 

1,727,  748. 44 
4, 026, 664. 86 
113,  706.  46 

41.7 

97.2 

2.8 

57.22 
112. 59 
7.44 

35. 47 
92.56 

Cost  of  sales 

Net  profit  from  operations 

Net  loss  from  operations 

12. 69 

The  average  spreads  of  Cincinnati  dealers  examined  were  about 
0.7  of  a cent  per  quart  less  than  in  Baltimore,  and  their  operating 
profits  were  correspondingly  less. 

Of  the  dealers  referred  to,  only  those  in  St.  Louis  sustained  losses 
from  this  inonth’s  operations,  and  that  likewise  applied  to  the  year 
1935.  Their  losses  were  obviously  due  to  the  fact  that  their  class  I 


1 


a 


« See  ch.  III.  sec.  1,  for  discussion  of  method  of  computation. 
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spread  was  much  less  and  their  delivery  expenses  considerably  more 
than  for  the  other  dealers  examined. 

The  Boston  companies  examined  operated  profitably  under  approxi- 
mately the  same  average  spread  as  the  St.  Louis  dealers  referred  to. 
These  varying  results  were  principally  due  to  the  fact  that  the  delivery 
and  processing  expenses  of  the  St.  Louis  dealers  were  relatively  much 
more  than  for  the  Boston  dealers. 

These  conditions  are  shown  by  the  following  statement  which  sets 
forth  the  combined  operations  of  the  dealers  examined  in  each  of  the 
cities  referred  to: 


Table  12. — Percentage  of  operating  expenses  and  net  profits  from  operations  to  net 
sales  for  all  milk  distributors  examined  by  cities  for  October  1935  ‘ 


1 Baltimore 
company 

4 Cincin- 
nati com- 
panies 

3 St.  Louis 
companies 

2 Boston 
companies 

Total  net  sales 

Percent 

100.00 

51.29 

Percent 

100.00 

48.55 

Percent 
100.00 
56. 35 

Percent 
100.  CO 
57.64 

Cost  of  raw  materials 

Gross  spreads 

48.71 

61.45 

43.65 

42. 38 

Processing  expense 

13. 17 
22.  55 

11.29 
26. 81 

12.37 

31.99 

8. 35 
23.25 

Delivery  expense 

Selling  expense 

4. 14 
2.90 

3.86 

4.28 

3.64 

3.33 

2.77 

2.33 

Administrative  and  general  expense 

Total  selling,  administrative,  and  general  ex- 
penses  

7.04 

8. 14 

6.97 

5. 10 

Total  cost,  exclusive  of  raw  materials 

42.76 

46.25 

51.33 

36.70 

Total  costs  and  expenses 

94.05 

(») 

94.80 

.05 

107.68 

(») 

94. 34 
.02 

Less  discounts  on  purchases, 

Cost  of  sales 

94.05 
5. 9.*> 

Cents  per 
quart 
5.  21 
3.54 
5.03 
5.02 

94. 75 
5.25 

Cents  per 
quart 
6.90 
4. 32 
2.64 
4.28 

107.68 
3 7.68 

Cents  per 
quart 
4. 34 
2.68 
2. 44 
3.41 

94.  32 
5.68 

Cents  per 
quart 
5.12 

(^) 

(*) 

(*) 

Net  profit  from  operations 

Gross  spread  per  quart  of  milk: 

Fluid-milk  sales 

Fluid-cream  sales 

Other  classes  of  milk 

Average 

» The  gross  spread  per  quart  figures  include  some  ice-cream  business  of  2 companies,  but  the  other  data 
are  for  the  milk  divisions. 

> Discounts  on  purchases  not  ascertained. 

3 Red  figure  or  loss  from  operations. 

* Omitted  because  available  for  only  1 company;  its  average  spread  was  3.35  cents  per  quart. 

SECTION  3. — SALES,  EXPENSES,  AND  PROFITS  OF  THE  MILK  DIVISIONS 
OF  MILK  COMPANIES  FOR  THE  YEARS  1930,  1933,  1934,  AND  1935 

Of  the  11  milk  companies  examined,  some  engaged  exclusively  in 
the  distribution  of  milk  and  cream,  whereas  the  operations  of  others 
included  not  only  milk  divisions  but  also  ice-cream  and  butter  divi- 
sions, condenseries,  stores,  restaurants,  bakeries,  and  other  activities. 
For  comparative  purposes  the  income  and  expense  of  only  the  milk 
divisions  were  used. 

The  combined  net  sales  of  the  milk  divisions  of  the  11  companies 
examined  were  $68,666,465  in  1930,  $47,872,702  in  1934,  and 
$51,108,872  in  1935. 

The  decreased  volume  of  such  combined  sales  of  these  companies 
during  the  last  3 years,  compared  with  corresponding  sales  for  1930, 
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may  be  more  readily  seen  by  the  following  ratios  expressed  in  per- 
centages of  1930  totals: 

Year — Percent 

1930 100 

1933  54 

1934  70 

1935  74 

During  those  same  years  the  net  profits  of  the  combined  milk 

divisions  were  $4,640,055  in  1930,  $676,300  in  1934,  and  $1,316,129 

in  1935. 

Fixed  charges,  such  as  depreciation,  taxes,  and  insurance  pertaining 
to  plants  and  delivery  equipment,  continued  fairly  constant  and  con- 
trollable expenses  were  not  reduced  ratably  with  such  decreased  sales. 
Consequently,  the  cost  of  sales  was  relatively  more  and  operating 
profits  less  during  the  later  years. 

The  ratios  of  net  profits  to  net  sales  were  6.8  percent  in  1930,  1.4 
percent  in  1934,  and  2.6  percent  in  1935.  The  total  cost  of  operations 
of  the  milk  divisions  were  equal  to  93.2  percent  of  net  sales  in  1930, 
98.6  percent  in  1934,  and  97.4  percent  in  1935. 

Comparisons  of  the  combined  net  sales  and  expenses  of  the  milk 
divisions  in  amounts  and  ratios  for  the  11  companies  for  the  years 
1930,  1933,  1934,  and  1935  are  given  in  the  following  table: 

Table  13. — Comparative  statement  of  the  combined  total  amounts  of  net  sales  and 
expenses  of  the  milk  divisions  of  11  companies  and  the  ratios  of  expenses  compared 
to  net  sales  during  * 1930, 1933,  1934,  <tnd  1935  * 


Income  and  exj^nses  of  the 
milk  divisions 


Combined  net  sales  and  expenses  milk  division  of  Ratios  of  expenses  to  net 
11  companies  sales  (percent) 


1930  1933  1934  1935 


Total,  net  sales 

Cost  of  raw  materials. 


$68,666,465  $36,862,044  $47,872,702  $51,108,872  100.0  100.0  100.0  100.0 

39,050,475  18,853,547  27,193,666  29.460,102  56.9  51.1  56.8  57.7 


Gross  spread 

Processing  expense 

Delivery  expense 

29,615,990 
7,330,048 
14,447, 918 

18,008,497 
3, 830, 016 
10. 283. 161 

20,679,023 
4, 715, 567 
12,  522, 614 

21, 648. 770 
4. 672, 196 
12,970.726 

43.1 

10.7 

21.0 

48.9 
10.4 

27.9 

43.2 
9.8 

26.2 

Selling  expense.  

1, 593, 433 

1, 167, 180 

1,458,883 

1,417,312 

2.3 

3.2 

3.0 

Administrative  and  general 

expense 

1.685,247 

1, 105, 092 

1,367,276 

1,336,666 

2.5 

2.9 

2.9 

Total,  selling,  admin- 
istrative, and  gen- 

eral  expense 

3, 278, 680 

2, 272, 272 

2,826, 159 

2, 753,978 

4.8 

6.2 

5.9 

Total  cost,  exclusive  of  raw 

materials 

25,056, 646 

16,385,449 

20, 064, 340 

20,396.900 

36.5 

44.4 

41.9 

Total  cost  and  expenses 

64, 107, 121 

35,238,997 

47, 258,006 

49,857,002  i 

93.4 

95.6 

98.7 

Less  discount  on  purchases.. 

80, 711 

51,227 

61,603 

64,259  ' 

.2 

.1 

.1 

Cost  of  sales 

64, 026,410 

35, 187, 770 

47, 196,402 

49, 792, 743 

93.2 

95.5 

98.6 

Net  profit  from  operations— 

4, 640,055 

1,674, 274 

676,300 

1,316,129 

6.8  1 

4.5 

1.4 

» Figures  of  2 companies  for  1931  were  used. 

* Figures  of  1 company  not  available  for  1933. 

3 Calendar  years  were  used  or  the  fiscal  year  nearest  the  calendar  year. 


The  true  comparative  cost  of  raw  materials  in  the  several  localities 
is  only  partially  indicated  by  the  ratios  of  costs  to  net  sales.  Prices 
paid  and  received  for  milk  and  other  products  both  varied  greatly 
during  these  years.  The  relative  quantities  of  milk  of  the  different 
classes  purchased  and  sold  and  also  the  comparative  quantities  sold 
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• retail  and  wholesale  affected  both  sales  and  expenses.  Labor  costs 
also  varied  during  the  years.  These  and  other  factors,  as  well  as  the 
extent  to  which  facilities  were  utilized  to  capacity,  affected  the  ratios 
of  expenses  and  profit  to  sales.  The  nature  and  relative  extent  of 
milk  and  milk  products  sold  varied  greatly  between  the  different 
companies  examined  as  well  as  between  the  years  under  review. 
The  relative  extent  to  which  various  products  were  handled  may  be 
indicated  by  the  following  ratios  of  dollar  sales  of  various  products  to 
total  sales  for  10  individual  distributors  for  the  month  of  October  1935: 


Company 

Fluid  milk 

Fluid  cream 

Other 

products 

No.  1 

Percent 
78 
62  , 
41 
53 
62 
60 
77 
68 

Percent 

8 

9 

10 

12 

12 

13 

18 

17 

Percent 

14 
29 
49 
35 
26 
27 

5 

15 

No.  3 

Nos.  4,  5,  6 

No.  7.... 

No.  8 

No.  9 

No.  10 

No.  11 

Variations  in  the  nature  of  fluid  milk  and  cream  sales  are  likewise 
indicated  by  the  following  statement.  The  ratios  in  this  case  are 
based  on  quantities  sold  during  1935  by  eight  of  the  companies 
examined. 


Statement  showing  the  variable  nature  of  19S5  fluid  milk  and  cream  sales 


Description 

Percentages  of  total  quantities  of  fluid  milk  and  cream  sold  by 

8 individual  dealers 

No.  1 

No.  2 

No.  3 

No.  4 

No,  5 

No.  6 

No.  7 

No.  8 

Fluid  milk: 

Bottled  milk: 

Retail 

57 

62 

44 

50 

41 

40 

46 

37 

Wholesale 

21 

13 

6 

11 

14 

33 

23 

23 

Total,  bottled  milk 

78 

75 

50 

61 

55 

73 

69 

60 

Bulk  milk; 

Retail 

2 

Wholesale 

5 

5 

12 

9 

5 

2 

|Bh 

6 

Total,  bulk  milk 

5 1 

5 

12 

11 

5 

2 

B 

6 

Total,  fluid  milk 

83 

80 

62 

72 

60 

75 

73 

66 

Fluid  cream: 

Bottled  cream: 

Retail 

6 

10 

4 

4 

11 

13 

14 

7 

Wholesale 

6 

5 

2 

3 

5 

9 

7 

14 

Total,  bottled  cream 

12 

15 

6 

wm 

16 

22 

21 

21 

Bulk  cream: 

Retail 

H 

Wholesale 

5 

5 

32 

21 

24 

3 

6 

13 

Total,  bulk  cream 

5 

5 

32 

21 

24 

3 

6 

13 

Total,  fluid  cream.. 

17 

20 

38 

28 

40 

25 

27 

34 

Total,  fluid  milk  and  cream  * 

100 

100 

100 

100 

100 

100 

100 

100 

1 Annual  data  for  other  milk  products  were  not  in  all  cases  available. 
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The  ratios  of  the  different  classes  of  expenses  to  net  sales  for  the 
milk  di\dsions  of  these  dealers  in  four  of  the  milk  markets,  to  some 
extent  show  the  trends  of  costs  of  raw  materials,  other  operating  costs, 
and  net  profits  during  the  period  in  question.  These  are  briefly 
summarized  below: 


2 Haiti* 
more  com- 
panies 

4 Cincin- 
nati com- 
panies 

3 St.  Louis 
companies 

2 Boston 
companies 

Cost  of  raw  materials: 

1930 

Perceiit 
1 50.5 

Percent 

53.5 

Percent 
* 53.5 

Percent 

*59.3 

1933 

*55.3 

43.9 

43.8 

*55.5 

1934 

52.7 

46.2 

50.2 

*63.2 

1935 

55.6 

47.8 

51.8 

62.4 

Other  operating  costs: 

1930 

32.3 

41.4 

40.4 

34.9 

1933 - 

38.6 

54.9 

54.6 

38.1 

1934 

39.9 

48.9 

49.7 

37.4 

1935 

38.4 

47.2 

49.6 

35.0 

Net  profits: 

1930 

11.2 

5.1 

6.1 

5.8 

1933 

6.1  ' 

1.2 

1.6 

6.4 

1934 

7.4  ' 

4.9 

.1 

<.6 

1935 

6.0  ! 

5.0 

<1.4 

2.6 

i Includes  1931  figures  for  1 company. 

* Includes  1 company’s  fiscal  year  ended  Feb.  28  of  the  following  year. 

* For  only  1 company. 

* Indicates  loss  from  operations. 


The  following  tabulation  shows  the  trends  of  the  ratios  of  certain 
expenses  to  net  sales  of  the  same  companies  and  periods  referred  to  in 
the  preceding  table: 


2 Balti- 
more com- 
panies 

4 Cincin- 
nati com- 
panies 

3 St.  Louis 
companies 

2 Boston 
companies 

Processing  expense: 

1930 

Percent 

8.9 

Percent 

9.5 

Percent 

11.4 

Percent 

11.2 

1933 

6.2 

14.0 

14.8 

8.0 

1934 

9.5 

12.5 

13.8 

7.6 

1935 

9.9 

12.0 

12.2 

7.2 

Delivery  and  selling  expense: 

1930 

20.6 

28.1 

26.5 

21.9 

1933 

29.3 

35.6 

36.2 

28.0 

1934  

27.0 

31.7 

32.8 

27.9 

1935 — - 

25.6 

30.8 

34.2 

26.1 

Administrative  and  general  expense  less  discounts  on 
purchases: 

1930--^ - 

2.8 

3.8 

2.5 

1.8 

1933 

3.1 

5.3 

3.6 

2.1 

1934 

3.4 

4.7 

3.1 

1.9 

1935 - - — 

2.9 

4.4 

3.2 

1.7 

The  relative  efficiency  of  the  respective  companies  is,  of  course, 
reflected  to  some  extent  in  these  ratios.  The  ratios  of  processing 
expenses  to  net  sales  are  also  affected  by  other  factors.  The  primary 
elements  affecting  the  ratio  of  processing  expense  are  the  nature  and 
volume  of  products  processed.  Country  receiving-station  expenses 
are  included  in  the  processing  expenses  here  referred  to.  Relatively 
more  such  stations  were  operated  by  the  Boston  dealers  examined 
than  by  those  in  Baltimore  and  St.  Louis  whereas  none  were  operated 
by  the  Cincinnati  dealers  examined.  Where  country  stations  were 
operated,  total  processing  expenses  included  the  expense  of  receiving 
the  milk  at  country  stations  and  also  the  expense  of  receiving  the 
same  milk  or  products  therefrom  at  the  city  plants.  Yet,  in  recent 
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( 

years,  the  ratios  of  processing  expenses  to  net  sales  were  lower  for 
these  Boston  companies  than  for  the  other  dealers  examined. 

} The  ratios  of  delivery  expenses  to  net  sales  were  relatively  liigher 

for  the  companies  in  St.  Louis  than  for  those  in  other  localities. 
Some  of  these  companies  did  not  segregate  on  their  books  the  delivery 
expense  and  selling  expense. 

4 In  the  case  of  most  of  the  companies  examined,  labor  costs  included 

in  delivery  expenses  were  reduced  proportionately  more  than  their 
total  delivery  expense.  This  was  presumably  due  to  the  fixed 
charges  included  therein,  such  as  depreciation,  taxes  and  insurance. 

\ The  relative  reductions  in  net  sales  and  in  such  delivery  labor  and 

expense  for  1935  compared  with  1930  are  shown  in  the  following 
tabulation: 


\ Percentage  of  decreases  for  1935  com* 

pared  with  1930 


Description 

Net  sales* 

Total  de- 
livery 
expense 

Labor  included 
in  delivery 
expense  * 

Companies; 

Baltimore,  no.  1 - 

31 

14 

16 

Baltimore,  no.  2 

19 

*6 

3 

Cinrtinnaf.i,  no.  3 

30 

28 

31 

Cincinnati,  nos.  4,  5,  and  6 

35 

21 

28 

St.  Louis,  no.  7 

24 

7 

15 

St.  T.onis,  no.  8 

19 

8 

17 

St.  Louis,  no.  9 

36 

15 

17 

Boston,  no.  10 

20 

4 

2 

Boston,  no.  11-, - 

22 

6 

*3 

1 Exclusive  of  some  labor  of  service  departments  such  as  stable,  garage,  and  maintenance,  that  could  not 
be  readily  segregated. 

* Denotes  increases. 


The  comparative  amounts  of  general  and  administrative  expense 
and  the  ratios  thereof  to  sales  are  influenced  by  a number  of  factors, 
and  to  some  extent  by  the  various  methods  of  classifying  expenses. 
Companies  having  more  than  one  operating  division,  generally  allo- 
cated arbitrarily  the  general  expenses  between  these  divisions. 

Appendix  tables  2 to  5,  inclusive,  show  for  each  year  1930,  1933, 
1934,  and  1935,  the  ratios  of  expenses  and  profits  to  net  sales  of  the 
dealers  examined  in  each  of  the  four  market  areas.  These  appendix 
tables  show  that  there  were  wide  variations  in  the  relative  cost  of  the 
combined  operations  of  the  milk  divisions  of  these  companies  in  each 
of  the  cities  referred  to.  The  ratios  of  expenses  to  net  sales  of  the 
individual  companies  varied  even  more.  For  instance,  during  1930, 
1933,  1934,  and  1935,  the  highest  ratio  of  cost  of  material  for  any 
one  company  was  64.8  percent,  while  the  lowest  was  41.7  percent. 
\ The  variations  in  the  ratios  of  other  classes  of  expense  to  sales  were 
also  pronounced.  The  maximum  ratio  of  processing  expense  was 
17.8  percent  and  the  minimum  was  5.3  percent,  while  the  highest 
and  lowest  ratios  for  delivery  expenses  were  33.8  and  17.1  percent 
of  sales,  respectively.  The  maximum  ratio  of  net  profit  to  sales  of 
I one  company  was  11.3  percent,  whereas  the  maximum  loss  represented 
i by  another  company  was  equal  to  4.8  percent  of  net  sales. 

! 
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The  following  tabulation  shows  the  extent  to  which  the  expenses 
and  profits  of  the  individual  dealers  varied  in  relation  to  their  net 
sales  during  the  years  1930,  1933,  1934,  and  1935: 

Comparative  staiemeni  showing  variations  during  the  years  1930,  1933,  1934,  and 
1936,  in  the  ratios  of  expenses  to  net  sales  of  the  milk  divisions  for  11  companies 


64.8 

58.3 

17.8 

33.8 
6.2 
5.6 

11.4 

56.5 
104.8 

11.3 


41.7 

35.2 


Cost  of  raw  materials 

Gross  spread  (net  sales  less  cost  of  raw  materials) 

Processing  expose 

Delivery  expense 

Selling  expense 

Administrative  and  general  e.xpense-.— 

Total  selling,  administrative  and  general  expense 

Total  costs,  exclusive  of  raw  materials 

Total  cost  of  sales 

Net  profit  from  operations - 


17.1 
1.1 
1.7 
2.9 
31.5 
88.7 
1 4.8 


1 Indicates  loss. 

As  previously  stated,  the  composite  average  margin  of  operating 
profit  on  net  sales  of  the  milk  division  of  these  1 1 companies  was  as 
follows  for  the  respective  years: 

Percent  Percent 

.goQ  6.  8 1934 1-  4 

1933:::::::::::::" 4.5  1935 2.6 

SECTION  4.  INVESTMENT,  NET  INCOME,  AND  RATES  OF  RETURN 

Explanation  oj  terms  and  bases  used— The  net  income  of  each  of 
the  11  milk  and  milk-products  companies  examined  is  related  to  the 
investment  of  the  respective  companies  for  the  purpose  of  determin- 
ing the  rate  of  return  on  the  investment.  The  rates  of  return  were 
calculated  before  deductions  for  Federal  income  tax  and  are  expressed 
in  percentages.  A study  of  the  nature  of  the  mvestments  of  these 
companies  reveals  the  necessity  for  using  adjusted  inxestment  bases 
to  obtain  comparable  rates  of  return.  Most  of  the  companies  exam- 
ined had  only  a part  of  their  capital  invested  in  the  milk  and  milk- 
products  business,  although  that  was  the  principal  business  of  those 
companies.  In  some  instances  the  recorded  capital  of  certam  com- 
panies had  been  written  up  by  the  companies  in  recordmg  apprecia- 
tion on  their  books.  Therefore,  rates  of  return  are  shown  on  different 
bases.  The  investments  in  outside  business  were  excluded  from  the 
total  investment  to  determine  the  investment  in  the  milk  and  milk- 
products  business.  The  recorded  capital,  various  mvestments,  and 
adjustments  necessary  to  establish  the  different  bases  on  which  rates 
of  return  were  calculated  are  further  discussed  under  the  following 
subheadings:  (1)  Capital  structure  as  of  December  31,  1935,  (2) 

capital  not  employed  in  the  milk  business,  (3)  appreciation  not  paid 
for  in  cash  or  equivalent  and  (4)  goodwill  paid  for  in  cash. 

(1)  Capital  structure  as  of  December  31,  1935. — The  capital  of  the 
milk  and  milk-products  companies  examined  was  obtained  largely 
from  stockholders,  but  some  companies  borrowed  part  of  their  capital. 
A few  companies  issued  preferred  stock,  but  most  of  the  invested 
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capital  was  represented  by  the  common-stock  holders’  equity,  con- 
sisting of  original  investment  and  reinvested  earnings.  In  general, 
earnings  were  the  primary  source  of  capital.  The  aggregate  invested 
and  borrowed  capital,  exclusive  of  appreciation,  on  December  31, 
1935,  for  the  11  companies  examined,  was  $29,221,524,  of  which 
$26,255,844,  or  89.85  percent,  represented  the  stockholders’  invest- 
ment. The  preferred-stock  holders  provided  19.02  percent  of  the 
total  capital,  and  the  common-stock  holders  provided  70.83  percent, 
of  which  30.05  percent  was  then  indicated  by  the  records  to  be  original 
capital  and  40.78  percent  as  earned  surplus,  or  reinvested  earnings. 
The  proportion  of  reinvested  earnings  was  actually  much  greater  than 
this,  because  of  transfers  from  earned  surplus  to  the  common-stock 
account  through  stock  dividends,  as  shown  by  the  common-stock 
account  as  of  December  31,  1935.  Of  the  total  of  $29,221,524  of 
capital,  19.27  percent  was  invested  in  property,  securities,  and 
advances  which  were  not  used  in  the  milk  and  milk-products  business. 
The  balance  represented  investment  in  the  milk  and  milk-products 
business,  which  investment  may  be  divided  between  (1)  tangible 
property  and  net  current  assets  and  (2)  goodwill.  The  goodwill 
paid  for  was  equal  to  9.95  percent  of  the  total  investment. 

The  total  recorded  capital  of  the  11  companies  examined  was 
$33,680,817,  of  which  $29,221,524  or  86.76  percent,  was  paid  for  in 
cash  or  equivalent  and  13.24  percent,  or  $4,459,293  represented  known 
write-ups,  or  appreciation.  The  early  records  of  some  of  these  com- 
panies were  not  examined.  The  known  appreciation,  amoimting  to 
$4,459,293,  recorded  in  the  capital-liability  accounts,  was  likewise 
recorded  in  the  asset  accounts  as  follows:  $2,901,674  was  added  to  the 
goodwill  accounts,  and  $1,557,619  was  buried  in  the  fixed  capital 
accounts. 

The  source  of  the  capital,  so  far  as  determined,  and  nature  of  the 
combined  investments  of  the  11  milk  and  milk-products  companies 
as  of  December  31,  1935,  are  shown  in  the  following  table: 


Table  14. — Statement  shotoing  source  of  capital  and  nature  of  combined  investments 
of  the  1 1 milk  and  milk-products  companies  examined,  as  at  Dec.  SI , 19S5 


11  companies  combined 

Amount 

Percent 

DESCRIPTION  OF  CAPITAL  AND  INVESTMENTS  ^ 

Source  of  capital  at  Dec.  31. 1935: 

Preferred  stock  (excludiim  aoDreciation) . 

$5.  558, 416 
8,782,315 
11.915, 113 

19.02 

30.05 

40.78 

Common  stock  (excluding  appreciation) 

Surplus  and  surplus  reserves  (excludine  appreciation) 

Total  stockholders'  investment 

26, 255,844 
2,510,900 
454, 780 

89.85 
8. 59 
1.56 

Loans  and  notes  payable . . 

Advances  from  affiliated  companies 

Total  invested  and  borrowed  capital  (excluding  appreciation) 

29,221, 524 

100.00 

Total  capital  and  appreciation;  i 

Total  invested  and  borrowed  capital  (exclndinjr  appreciation). 

29, 221, 524 
294.628 
3, 490, 859 
673,806 

86. 76 
.88 
la  36 
2.00 

Appreciation  recorded  as  preferred  stock.  . 

Appreciation  recorded  a.s  common  stock 

Appreciation  recorded  as  surplus-- 

Total  recorded  capital 

33, 680,817 

100.00 

154  DISTRIBUTION  AND  SALE  OF  MILK  AND  MILK  PRODUCTS 


r 


I 

I 


Table  14. — Statement  showing  source  of  capital  and  nature  of  combined  investments 
of  the  11  milk  and  milk-products  companies  examined,  as  at  Dec.  31, 1935 — Con. 


11  companies  combined 

Amount 

Percent 

NATURE  OF  INVESTMENTS  AT  DEC.  31,  1935 

Investments  not  used  in  milk  or  milk-products  business: 

TTnnwn  idla  nrnnArt.v  Tint.  di^Tm.sed  of  ..  ......  __  

$1,445,931 
1,468,000 
1,711,343 
274, 194 
731,875 

4. 95 
5.02 
5.86 
.94 

2.50 

K'pown  prnpArt.y  iispd  in  bn.'?iTies.s  Other  than  milk  business  .... 

\f arketahlA  .<iAonTit.ies  ..  _ ........... 

TnvpQtmPTit.  in  spnnritiAS  nf  nt.hpr  nnmnanift.S  

Advances  to  affiliated  companies  or  officers,. 

Tntftl  in vAstm Ant.  not  n.<?Ad  in  the  TTiillr  business  .............. 

5,631.343 
2,908,430 
20, 681,751 

19.27 
9. 95 
70.78 

Onndwill  naiH  for  in  nash  nr  eniiivalftnt  

Tangible  investment  in  the  milk  and  milk-products  business 

Total  investment 

29, 221, 524 

Total  investments  and  appreciation: 

Total  investment  . ......... ............ 

29,221,524 

2.901,674 

1,557,619 

86.  76 
8. 62 
4. 62 

Appreciation  recorded  as  tangible  investment 

Total  invA^tments  and  armreciation 

33,680,817 

100.00 

The  preceding  tabulation  indicates,  as  previously  stated,  that  sur- 
plus funds  accumulated  from  earnings  are  the  primary  source  of  capital 
of  these  companies.  One  company,  as  of  December  31,  1935,  had 
obtained  83.18  percent  of  its  total  capital  from  earnings.  Another 
company,  however,  showed  a deficit  from  operations  instead  of  a 
surplus. 

The  history  of  the  growth  of  milk  companies  indicates  that  they 
usually  began  operations  on  a small  scale  wuth  a limited  amount  of 
original  capital  and  have  expanded  over  a long  period  of  time.  The 
existing  companies  from  time  to  time  acquired  smaller  companies,  and 
even  the  businesses  of  single-route  drivers  were  sometimes  acquired. 
Occasionally  companies  of  considerable  size  were  merged  or  consoli- 
dated. Some  of  the  milk  companies  have  been  controlled  by  a single 
family  for  a great  many  years,  although  many  are  now  controlled  by 
holding  companies.  The  fact  that  most  of  the  milk  companies  have 
had  sufficient  earnings  for  such  expansion  would  indicate  that  this 
business  has  been,  on  the  whole,  a profitable  business. 

The  source  and  amounts  of  the  invested  and  borrowed  capital, 
consisting  of  stockholders’  equity  and  long-term  debt,  of  each  of  the 
milk  and  milk-products  companies  examined  as  of  December  31,  1935, 
are  shown  in  the  follow'ing  table: 
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Table  15. — Statement  showing  the  source  of  invested  capital  of  milk  and  milk- 

products  companies  examined  as  at  Dec.  SI,  1935 


Com- 

pany 

no. 


1 

2 

3 


7 

8 
9 

10 

11 


Locality 

Preferred 
stock,  less 
apprecia- 
tion re- 
flected 
therein 

Common 
stock,  less 
apprecia- 
tion re- 
flected 
therein 

Surplus 
and  sur- 
plus re- 
serves, 
less  ap- 
preciation 
recorded 
in  the 
surplus 
accounts 

Total 
stock- 
holders’ 
invest- 
ment, ex- 
cluding 
apprecia- 
tion 

Loans 

and 

notes 

payable 

Advances 

from 

affiliated 

com- 

panies 

Total  in- 
vested and 
borrowed 
capital 
(exclusive 
of  appre- 
ciation) 

Baltimore 

Percent 
1 20.09 

Percent 
»0.34 
»66.07 
1 20.85 
29. 15 
56.20 
25. 34 
18.76 
57.63 
1. 14 
42.97 
57.62 

Percent 
176.94 
1 17.67 
9 8.81 
*70.85 
36.06 
*44.64 
61.48 
42. 37 
83. 18 
28.98 
10.42 

Percent 
97. 37 
83.74 
1&03 
100.00 
92.26 
69.98 
80.24 
100.00 

98.82 
100.00 

90. 82 

Percent 

Percent 

2.63 

Percent 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

100.00 

do 

16.26 

81.97 

Cincinnati 

5.99 

do 

do 

■MMM 

mnnnn 

do 

B&BB& 

St.  Louis 

do 

HBHBB 

do_ 

14.50 
28. 05 
22. 78 

1. 18 

Boston 

9. 18 

Percent  of  totaL 
Total  (11  companies). 

19. 02 
$5, 558,416 

40.78 

$11,915,113 

89.85 

$26,255,844 

8.59 
$2, 510,900 

1.56 

$454,780 

100.00 
$29, 221, 524 

* Adjusted  by  the  commission  to  remove  appreciation  recorded  by  the  company  in  preferred  stock, 
common  stock,  and  surplus  accounts. 

* Surplus  deficit  from  operations  after  adjustments  to  remove  appreciation. 

* Adjusted  by  the  commission  to  remove  capital  surplus  which  had  been  recorded  by  the  company  for 
the  purpose  of  facilitating  the  holding  company  in  making  consolidated  reports. 


(2)  Capital  not  employed  in  the  milk  business. — Of  the  11  milk  com- 
panies examined,  8 had  investments  outside  of  the  irdlk  business. 
J These  outside  investments  are  classified  into  four  groups,  namely 
(a)  abandoned  or  useless  milk  plants,  equipment  and  properties 
which  have  not  been  disposed  of  or  written  off,  (6)  property  used  in 
a business  which  is  foreign  to  the  milk  industry,  (c)  marketable 
{ securities  or  securities  of  other  companies  and,  (d)  advances  of  sur- 
plus funds  to  affiliated  companies  or  to  officers  of  the  company. 
Each  of  these  four  classes  of  outside  investments  is  discussed  here- 
after. 

Most  milk  companies  examined  still  carried  on  their  books  some 
properties  that  were  abandoned  or  no  longer  used,  after  new  plants 
were  constructed  or  operations  were  concentrated  in  other  plants. 

The  idle  or  abandoned  milk  fixed  property  and  equipment  was 
very  carefully  segregated  by  some  of  these  companies  from  that  which 
was  used  or  useful  in  the  inilk  business. 

Seven  of  the  eleven  companies  had  recorded  their  investment  in 
idle  property  separately  from  the  other  asset  accounts.  The  amounts 
thereof  were  not  obtained  for  those  companies  which  did  not  make 
1 such  a segregation,  because  time  did  not  permit  the  necessary  analysis 
I of  their  fixed  assets. 

I Two  of  the  milk  and  milk  products  companies  had  investments  in 

I a business  that  was  foreign  to  their  principal  business  and  the  amounts 

i of  those  investments  and  the  income  therefrom  were  segregated  from 

I their  milk  business.  Some  of  the  other  companies  had  investments 
1 in  businesses  wWch  were  not  directly  related  to  the  milk  business,  the 

* amounts  of  which  could  not  readily  be  segregated  and  therefore  are 

^ not  shown  in  this  report.  In  the  instances  where  these  investments 

ll^^coul^b^eadil^de^rm^^ 


156  DISTRIBUTION  AND  SALE  OF  MILK  AND  MILK  PRODUCTS 


thereto  could  be  readily  segregated  from  the  income  derived  from  the 
milk  business,  they  were  excluded  from  the  milk  business  in  deter- 
mining the  rates  of  return. 

The  amount  and  nature  of  the  investments  of  imlk  companies  in 
marketable  and  other  securities  varied  in  accordance  with  the  policies 
of  the  different  companies.  Two  milk  companies  which  had  a policy 
of  maintaining  working  capital  at  a relatively  high  figure  invested 
part  of  their  surplus  funds  in  marketable  securities.  Five  of  the 
mUk  companies  examined  had  miscellaneous  investments  in  securi- 
ties of  other  companies. 

The  milk  companies  which  were  controlled  by  holding  companies, 
or  which  were  affiliated  with  other  companies,  or  cooperatives,  often 
advanced  funds  to  their  affiliates.  Such  advances  of  surplus  working 
capital  constituted  investments  outside  the  milk  business  of  the 
companies  which  made  the  advances. 

The  amounts  of  the  known  outside  investments,  not  a part  of  the 
milk  or  milk-products  business,  were  deducted  from  the  total  capital 
to  determine  the  investment  in  the  irulk  and  milk-products  business 
for  the  purpose  of  calcidating  rates  of  return  thereon.  This  was 
done  to  the  extent  that  the  income,  expenses,  and  other  elements 
applicable  thereto  were  available  for  corresponding  adjustments  of 
the  net  income. 

The  proportion  of  the  total  capital  that  was  employed  in  outside 
investments  at  December  31,  1935,  by  the  11  companies  examined, 
and  the  nature  of  those  outside  investments  are  shown  in  the  follow- 
ing table: 

Table  16. — Statement  skovring  the  nature  and  'proportion  of  the  known  outside 

investments  not  used  in  the  milk  or  milk-products  business  at  Dec.  31,  1935 


[Expressed  in  percent  of  the  total  Investments  excluding  appreciation] 


Company  no.  and  locality 

Known  idle 
property 
not  dis- 
posed of 

Known 
! property 
1 used  in 
business 
other  than 
1 the  milk 
business 

Marketable 

securities 

Investment 
in  securi- 
ties of 
other  com- 1 
panies 

Advances 
to  affiliated 
companies 
or  officers 

Total  in- 
vestment 
not  used 
in  the  milk 
business 

1.  Baltimore.......... 

Percent 

9.66 

Percent 

11.11 

Percent 

5.68 

Percent 

2.09 

Percent 

Percent 

28.54 

2.  Baltiirmre _ . 

10. 57 

> 8.38 

18. 95 

S ninrinnat.i  . . 

9.53 

0. 17 

22.98 

32.68 

4.  Cincinnati .... - 

25.85 

25.85 

7 Rt.  T.nnis 

0.  29 

0.29 

Q.  Rt.  TiOiiii^  . _ -1 

2. 96 

23. 37 

4.04 

30. 37 

1ft.  Bfwtnn  ...... 

3. 30 

12.53 

0.02 

15. 85 

11  Bfwtnn  . .. 

7.78 

0.26 

8.04 

Percent  of  total  compared  to 
total  investment  of  11  com- 

paniPLa  ... 

4. 95 

5.02 

5.86 

0.94 

2.50 

19.27 

Total  amount  (8  companies).. 

$1,445,931 

$1, 468, 000  ' 

$1,711,343  1 

$274, 194 

$731,875 

$5,631,343 

^Advances  to  officers  of  the  company. 


(3)  Appreciation  not  paid  jor  in  cash  or  equivalent. — It  was  found 
that,  at  December  31,  1935,  5 of  the  11  milk  and  milk-products 
companies  examined  had  recorded  in  their  asset  accounts  and  in 
their  capital  accounts  $4,459,293  of  unrealized  appreciation  which 
had  not  been  paid  for  in  cash  or  equivalent.  The  unrealized  appre- 
ciation amounting  to  $4,459,293  was  equal  to  13.24  percent  of  the 
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total  recorded  capital  of  the  11  companies.  Some  of  these  5 com- 
panies recorded  the  appreciation  in  their  goodwill  accoimts  and 
some  companies  increased  the  amount  of  recorded  tangible  fixed 
assets.  As  previously  stated,  the  amount  of  $2,901,674  appeared  in 
goodwill  accounts  and  $1,557,619  w'as  buried  in  the  property  accounts. 

The  following  statement  shows  the  proportion  of  appreciation  and 
investments  of  each  of  the  companies  referred  to  as  of  December  31, 
1935: 


Table  17. — Statement  showing  the  proportion  of  investments  and  appreciation 
reflected  in  recorded  capital  of  the  11  companies,  as  of  Dec.  SI,  1935 


Company  no.  and  locality 

Total  invest- 
ments 

Appreciation 
recorded  as 
goodwill 

Appreciation 
recorded  as 
tangible  in- 
vestment 

Total  record- 
ed capital 

Percent 

Percent 

Percent 

Percent 

1.  Baltimore 

60.53 

36.23 

3.24 

100.00 

2.  Baltimore 

3.  Cincinnati 

61.67 
65. 42 

38.33 

34.58 

100.00 

100.00 

4.  Cincinnati— 

Cincinnati  . 

83. 46 
100.00 

16.54 

100.00 

100.00 

6.  Cincinnati— 

91.73 

8.27 

100.00 

7.  St.  Louis 

100.00 

100.00 

8.  St.  Louis 

100.00 

100.00 

9.  St.  Louis - 

100.00 

100.00 

10,  Boston 

100.00 

100.00 

11.  Boston — 

100.00 

100.00 

Percent  of  total  for  11  companies 

86.  76 

8. 62 

4.62 

100.00 

Total  amount  (11  companies) 

$29, 221,  524 

$2,901, 674 

$1,557,619 

$33, 680,817 

(4)  Goodunll  paid  jor  in  cash. — There  were  7 companies  of  the  11 
examined  that  had  recorded  goodwill  on  their  books,  amounting  to 
$5,810,104  as  of  December  31,  1935,  of  which  $2,908,430  had  been 
paid  for  in  cash  or  equivalent  and  $2,901,674  was  appreciation  recorded 
as  goodwill.  The  goodwill  which  had  been  paid  for  amounted  to 
51.04  percent  of  one  company’s  actual  investments  and  that  company 
also  recorded  appreciation  as  goodwill.  The  total  recorded  goodwill 
of  that  company  as  of  December  31,  1935,  was  equal  to  69.81  percent 
of  its  total  recorded  capital.  The  goodwill  paid  for  by  another 
company  was  equal  to  42.28  percent  of  its  investments,  wMle  stiU 
another  company  had  goodwill  equal  to  43.59  percent  of  its  total 
recorded  capital,  of  w'hich  7.36  was  paid  for  and  36.23  was  appre- 
ciation. Four  companies  had  no  apparent  investments  in  goodwill. 
Goodwill  generally  represented  the  cost  of  milk  properties,  or  milk 
routes,  to  the  vendee  company  in  excess  of  the  depreciated  cost  of 
such  properties  or  routes  to  predecessor  owners.  In  other  words, 
the  amount  of  goodwill,  for  which  cash  or  equivalent  had  been  given, 
was  usually  the  difference  between  the  depreciated  costs  of  tangible 
assets  to  the  previous  owners  and  the  total  cost  to  the  company 
acquiring  those  tangible  assets.  The  recorded  amount  of  goodwill 
was  that  acquired  plus  appreciation  added  thereto.  Sometimes  the 
vendors  sold  goodwill  which  they  had  acquired  and  paid  for  and  in 
those  instances  usually  the  vendee  company  recorded  that  amount 
in  its  goodwill  account  together  with  any  excess  cost  of  the  goodwill 
and  tangible  assets  over  the  cost  to  the  vendor. 

Rates  of  return  of  milk  and  milk-products  companies. — The  rates  of 
return  for  each  of  the  11  companies  examined  sometimes  varied  for 
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the  individual  companies  in  a given  locality  and  likewise  the  trend 
of  the  rates  in  one  locality  sometimes  was  different  than  in  other 
localities.  Wlien  different  bases  are  used  for  a company  the  results 
differ.  Therefore,  to  clearly  set  forth  the  rates  of  return  for  com- 
parative purposes,  the  returns  calculated  on  three  bases  are  given 
as  follows:  (1)  on  the  average  total  invested  and  borrowed  capital 
for  the  respective  years,  (2)  on  the  average  stockholders’  investment, 
and  (3)  on  the  average  total  capital  employed  in  the  milk  and  milk- 
products  business. 

All  three  bases  used  to  calculate  the  rates  of  return  show  rates 
from  which  some  general  conclusions  are  drawn.  The  rates  of  return 
generally  were  higher  for  1930  than  for  1933,  1934,  or  1935.  In 
some  localities  one  company  often  had  higher  rates  of  return  than 
its  competitors.  In  three  of  the  four  localities  examiUed  the  rates  of 
return  for  1935  were  generally  as  high  or  higher  than  for  1933  and 
1934,  whereas  in  St.  Louis  all  the  companies  examined  had  a loss  in 
1935  but  a profit  for  the  other  years. 

Although  results  are  given  on  three  general  bases,  namely,  total 
invested  and  borrowed  capital,  total  capital  employed  in  the  milk 
business,  and  stockholders’  investment,  as  recorded  on  the  companies’ 
books,  it  is  important  to  consider  that  some  companies  have  recorded 
appreciation  and  goodwill,  part  of  which  was  paid  for  and  part  of 
which  was  not,  whereas  other  companies  have  not  recorded  such  items. 
Therefore,  the  Commission  has  shown  returns  on  not  only  the  recorded 
capital  but  also  on  the  adjusted  capital  of  these  companies,  so  as  to 
present  comparable  returns  and  at  the  same  time  distinguish  between 
returns  on  capital  invested  in  tangible  assets  and  returns  on  the  com- 
bined amount  of  tangibles  and  intangibles  reflected  in  their  total 
recorded  capital. 

Normally  the  rate  of  return  on  the  total  capital,  without  adjust- 
ment, w’as  lower  than  the  return  on  the  investment  in  the  milk  and 
milk  products  business,  without  adjustment,  because  the  outside 
investments  were  less  profitable  than  the  milk  business.  This  is 
illustrated  in  the  following  tabulation: 


Rates  of  return  on  total  recorded  capital  and  milk  business  unadjusted,  as  of  the 

the  years  1930  and  1935 


1930 

1935 

Total 

recorded 

capital 

Milk 

business  un- 
adjusted 

Total 

recorded 

capital 

Milk 

business  un- 
adjusted 

2 companies,  Baltimore 

4 companies,  Cincinnati 

3 companies,  St.  Louis 

2 companies,  Boston 

Percent 
14. 87 
7. 91 
19.20 

1 16.66 

Percent 
15.69 
8.84 
19. 45 
20.50 

Percent 
7. 78 

, 4.77 

12.18 
9. 36 

Percent 

8.  21 
6. 48 
12.  79 
11. 39 

1 Loss. 


The  rates  of  return  were  generally  higher  on  the  stockholders’ 
investment  than  on  the  total  capital,  (/omparative  rates  on  these 
investments,  before  any  adjustments  were  made  to  remove  apprecia- 
tion, are  given  in  the  following  tabulation: 
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Rates  of  return  on  total  recorded  capital  and  stockholders’  investment,  as  of  the  years 

1930  and  1935 


1930 

1935 

Total  re- 
corded capital 

Stockholders’ 

investment 

Total  re- 
corded capital 

Stockholders' 

investment 

Percent 
14. 87 
7. 91 
19.20 
16.66 

Percent 
15. 21 
10. 87 
19.84 
17.01 

Percent 
7.  78 
4.77 
1 2. 18 
9.36 

Percent 

7.88 
5.30 
12.33 
9. 37 

2 companies,  Baltimore 

4 companies,  Cincinnati 

3 companies,  St.  Louis 

2 companies,  Boston 

1 Loss. 


When  the  recorded  investment  is  adjusted  to  eliminate  apprecia- 
tion or  write-up,  the  relative  rates  of  return  on  the  adjusted  and 
unadjusted  bases  are  often  found  to  be  quite  different.  Such  com- 
parisons are  shown  in  the  following  tabulation  of  rates  of  return  on  the 
stockholders’  investment  as  recorded  and  as  adjusted  to  eliminate 
appreciation: 


Rates  of  return  on  stockholders’  investment  as  recorded  and  adjusted,  for  the  years 

1930  and  1935 


Stockholders'  investment 

1930 

1935 

As  recorded 
(percent) 

As  adjusted 
(percent) 

As  recorded 
(percent) 

As  adjusted 
(percent) 

2 companies,  Baltimore 

15. 21 

24.98 

7.88 

13.28 

4 companies,  Cincinnati 

10.87 

22.34 

5.30 

10.94 

3 companies,  St.  Louis 

19.84 

19.84 

1 2.33 

12.33 

2 oompanies,  Boston 

17.01 

17. 01 

9.  37 

9. 37 

1 Percent  of  loss. 


The  companies  examined  in  St.  Louis  and  Boston  did  not  record 
any  appreciation  and  therefore  the  rates  of  return  on  the  stockholders’ 
investment  for  those  companies  were  not  affected  by  such  adjustments. 

To  further  emphasize  the  variations  in  the  rates  of  return  calcu- 
lated on  different  bases  the  rates  on  various  bases  are  given  for  1930 
and  1935  for  the  two  Baltimore  companies  combined  in  the  tabula- 
tion below. 


Investment  bases  used 

Rates  of  return, 
percent 

1930 

1935 

1 

Total  capital  as  recorded  by  the  companies t 

14. 87 
15. 21 
24. 98 
15.  69 
25.58 
34. 31 

7.78 
7.88 
13.28 
8.  21 
14.90 
19.27 

Stockholders’  investment  as  recorded i 

Stockholders’  investment  as  adjusted 

Investment  in  milk  business  as  recorded 

Investment  in  milk  business  as  adjusted  to  remove  appreciation 

Investment  in  milk  business  as  adjusted  to  remove  appreciation  and  goodwill 

I 

r 
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(1)  Return  on  the  total  recorded  capital. — The  total  recorded  capital 
is  the  actual  capital  invested  by  the  stockholders  plus  reinvested 
earnings,  borrowed  funds,  and  any  recorded  appreciation.  The 
total  capital  also  includes  the  accruals  or  reserves  for  Federal  income 
tax.  The  income,  before  deductions  for  Federal  income  tax,  applicable 
to  the  total  capital  was  used  in  calculating  the  rates  of  return  on  the 
total  capital. 

During  the  years  1930,  1933,  1934,  and  1935,  the  highest  rate  of 
return  earned  by  any  of  the  companies  examined  on  total  recorded 
capital  was  27.81  percent  for  one  company  in  Cincinnati  during  1930 
and  the  lowest  was  a loss  of  10.89  percent  for  a company  in  Boston 
during  1934, 

All  but  one  of  the  companies  earned  12  percent  or  more  on  their 
total  recorded  capital  during  1930.  Four  of  these  companies  earned 
more  and  seven  of  them  less  than  10  percent  during  1935. 

Of  the  weighted  average  rates  for  all  companies  examined  in  any 
one  locality  the  highest  was  19.20  percent  for  three  companies  in  St. 
Louis  during  1930  and  the  lowest  was  a loss  of  2.18  percent  also  for 
three  companies  in  St.  Louis  for  the  year  1935. 

The  rates  of  return  on  total  capital  as  recorded  by  the  companies 
for  1930,  1933,  1934,  and  1935,  are  shown  in  the  following  table: 

Table  18. — Comparative  statement  showing  rates  of  return  * of  milk  and  milk- 
product  companies  examined  for  the  calendar  years  ^ 19S0,  1933^  1934,  1935 

hosed  on  the  total  capital  as  recorded  by  each  company 


Milk  and  milk-product  companies 


Company  no.  1 

Company  no.  2 

2 companies^  Baltimore  V 

Company  no.  3 

Company  no.  4 

Company  no.  6 

Company  no.  6 

4 companies,  Cincinnati  *, 

Company  no.  7 

Company  no.  8 

Company  no.  9 

3 companies,  St.  Louis 

Company  no.  10 

Company  no.  11 

2 companies,  Boston  * 


1 Before  any  deductions  for  Federal  income  tax. 

* For  1 company  the  fiscal  year  ending  Feb.  28  was  used. 

* Calendar  year  1931. 

* Weighted  average. 

* Indicates  rate  of  loss. 


Calendar  year— 


1930 

1933 

1934 

1935 

Percent 

Percent 

Percent 

Percent 

*14.99 

11. 34 

8.26 

8. 62 

13. 93 

4.70 

4. 79 

2.84 

14. 87 

10. 39 

7.78 

7.78 

*4. 19 

«2. 10 

1.68 

2.50 

27. 81 

3.01 

13.99 

16.37 

21.24 

6. 69 

15. 31 

13.30 

17.  41 

5. 93 

10.26 

12.29 

7. 91 

« 51 

4.17 

4.  77 

25.98 

5.66 

5.23 

13.  86 

2. 16 

1.89 

»8.  49 

17. 97 

2.50 

* 1. 43 

*84 

19.20 

3. 15 

.37 

»2. 18 

17. 89 

11. 65 

5.64 

11.  61 

11.99 

2. 30 

5 10. 89 

*.28 

16.66 

9. 74 

2. 31 

9.  36 

(2)  Return  on  stockholders’  investment. — The  stockholders’  invest- 
ment here  referred  to  consisted  of  the  recorded  amounts  of  preferred 
stock,  common  stock,  and  surplus  before  provision  for  Federal  income 
tax.  The  income  relating  to  the  stockliolders’  investment,  before 
deductions  from  income  for  Federal  income  tax,  was  used  in  calculating 
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the  rates  of  return  on  the  stockholders’  investment.  Since  some 
companies  had  recorded  appreciation  in  the  stock  or  surplus  accounts 
the  rates  of  return  are  shown  before  and  after  adjusting  the  stock- 
holders’ investment.  Appreciation  as  recorded  on  December  31, 
1935,  by  five  of  the  companies  examined,  amounted  to  $4,459,293, 
which  was  equal  to  13.24  percent  of  the  total  recorded  capital  of  the 
11  compani'is  examined.  The  appreciation  on  the  books  of  each  of 
the  five  companies  was  39.47  percent,  38.33  percent,  34.58  percent, 
16.54  percent  and  8.27  percent  of  the  respective  total  recorded  capital 
of  each  company. 

The  rates  of  return  on  stockholders’  investment,  before  and  after 
eliminating  the  appreciation  previously  referred  to,  are  shown  in 
detail  in  the  following  two  tables.  The  first  table  shows  returns  before 
such  adjustments,  and  the  second  table,  after  such  adjustments  of 
stockholders’  investments,  in  each  of  the  companies  examined. 


Table  19. — Comparative  statement  showing  rates  of  return  ^ of  milk  and  milk- 
product  companies  examined  for  the  calendar  years  2 1930^  1933,  1934,  and  1935 
based  on  stockholders^  investment  as  recorded  by  each  company 


Milk  and  milk-product  companies 

Calendar  year— 

1930 

1933 

1934 

1935 

Company  no.  1 

Percent 
* 15. 34 
14. 28 

Percent 
12. 81 
4. 51 

Percent 
8.78 
4. 52 

Percent 

8.75 

2.46 

Company  no.  2 

2 companies,  Baltimore  * . . 

15. 21 

11. 52 

8. 19 

7.88 

Companv  no.  3 . 

*4.91 
27.81 
23. 05 
26. 57 

*7. 75 
3. 01 
7. 12 
9.54 

*1.54 

13.99 

15.74 

15.88 

.62 
16. 37 
13.79 
15. 62 

Companv  no.  4 

Company  no.  6 

Companv  no.  6 . _ 

4 companies,  Cincinnati  * 

10. 87 

*3. 61 

3.85 

5.30 

Companv  no.  7.  . 

30.  73 
13. 86 
17. 97 

5.94 
2. 16 
2.50 

5.28 

1.89 

*1.43 

*4.08 

*8.49 

*.84 

Company  no.  8 - 

Company  no.  9 

3 companies,  St.  Louis  * 

19.84 

3.19 

.33 

*2.33 

Company  no.  10 

17.89 
13. 13 

11.65 

1.97 

5.64 

*11.90 

11.  61 
».  95 

Companvno.il 

2 companies,  Boston  * 

17. 01 

9.77 

2.25 

9.37 

* Before  any  deduction  for  Federal  income  tax. 

* For  1 company  the  fiscal  year  ending  Feb.  28  was  used. 

* Calendar  year  1931. 

< We^hted  average. 

* Indicates  rate  of  loss. 
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Table  20. — Comparative  statement  showing  rates  of  return  ^ of  milk  and  milk^ 
product  companies  examined  for  the  calendar  years  ^ 1930,  1933,  1934,  und  1935 
based  on  stockholders*  investment  as  adjusted  by  the  Commission  to  eliminate 
appreciation 


Milk  and  milk-product  companies 


Company  no.  1 

Company  no.  2.. — . 

2 companies,  Baltimore 

Company  no.  3 

Company  no.  4 — 

Company  no.  6 

Company  no.  6 

4 companies,  Cincinnati  ‘ 

Company  no.  7___ 

Company  no.  8 

Company  no.  9 

3 companies,  St.  Louis 

Company  no.  10 

Company  no.  11 

2 companies,  Boston  * 


Calendar  year— 


1930 

1933 

» 

1934 

1935 

Percent 

Percent 

Percent 

Percent 

«24.82 

22. 41 

15.09 

14. 67 

26. 27 

7.31 

8. 06 

4.27 

24.98 

19.90 

14. 15 

13.28 

* 17.60 

6 30. 64 

‘7. 36 

2. 61 

27. 81 

3. 01 

13.99 

16. 37 

23.05 

7. 12 

15. 74 

13.79 

26. 57 

9.54 

15.88 

15. 62 

22. 34 

«7. 49 

8.27 

10.94 

30. 73 

5.94 

5.28 

«4.08 

13.86 

2. 16 

1.89 

<8.  49 

17. 97 

2.50 

« 1.43 

6.84 

19.84 

3. 19 

.33 

*2.33 

17.89 

11. 65 

5.64 

11.61 

13. 13 

1. 97 

Ml.  90 

6.95 

17. 01 

9.  77 

2.25 

9.  37 

* Before  any  deductions  for  Federal  income  tax. 

* For  1 company  the  fiscal  year  ending  Feb.  28  was  used. 

* Calendar  year  1931. 

< Weighted  average. 

< Indicates  rate  of  loss. 


(3)  Return  on  capital  invested  in  the  milk  and  milk-products  busi- 
ness.— Of  the  11  companies  examined,  8 had  investments  outside  the 
milk  business.  In  order  to  show  returns  on  capital  employed  in  the 
milk  business,  the  outside  investments  and  the  income  therefrom  were 
ehminated.  The  nature  of  these  outside  investments  has  already  been 
discussed  earlier  in  this  section.  Five  of  the  11  companies  recorded 
appreciation  and  7 carried  goodwill  on  their  books,  whereas  the  others 
did  not.  Therefore,  for  the  purpose  of  showing  suitable  comparisons, 
three  bases  are  used  to  show  rates  of  return  on  the  milk  and  milk- 
products  business.  The  three  bases  are  (1)  total  capital  recorded  on 
company  books  with  only  outside  investments  eliminated,  (2)  with 
outside  investments  and  appreciation  eliminated,  and  (3)  with  out- 
side investments,  appreciation  and  also  goodwill  which  had  been  paid 
for,  eliminated.  The  proportions  of  outside  investments,  goodwill 
paid  for  and  tangible  investment  in  the  milk  business,  for  each  com- 
pany examined,  are  shown  in  the  following  table.  The  tangible  invest- 
ments, herein  referred  to,  cover  all  assets  not  specifically  excluded, 
and  such  tangibles  accordingly  include  net  current  assets  as  well  as 
plant  and  equipment  and  other  physical  properties,  or  fixed  assets. 


Table  21.  Statement  showing  the  proportion  of  investment  of  milk  and  milk- 
products  companies  in  outside  investment,  goodwill,  and  tangible  investment  in  the 
milk  business  at  Dec,  31,  1935 


Company  number  and  locality 

Known  in- 
vestment not 
used  in  the 
milk  and 
milk- 
products 
business 

Goodwill  in 
milk  busi- 
ness (por- 
tion paid 
for  in  cash 
or  equiva- 
lent) 

Tangible  in- 
vestment in 
the  milk  and 
milk-prod- 
ucts business 
(exclusive 
of  any  im- 
realized  ap- 
preciation) 

Total  invest- 
ment paid 
for  in 
cash  or 
equivalent 

1.  Baltimore 

Percent 
28. 54 
18.95 
32.68 
25.85 

Percent 

10  1A 

Percent 

Percent 

100 

100 

2.  Baltimore 

i;i  A/I 

iKl*  uU 

3.  Cincinnati 

oU.  U1 
67.32 
74.15 

. 4.  Cincinnati 

100 

6.  Cincinnati 

100 

6.  Cincinnati-. 

1A  QO 

lUU.  uu 

100 

100 

100 

7.  St.  Louis 

.29 

X O46 

Q PQ 

oU.  08 

8.  St.  Louis 

yo.  Uo 

9.  St.  Louis 

30. 37 
15.85 
8. 04 

luu.  uu 
69.63 
77. 55 

100 

10.  Boston 

100 

100 

11.  Boston 

0.  ou 

AO  00 

49.  68 

100- 

Total  amount,  11  companiftc? 

$5,631,343 

19.27 

$2,  908, 430 
9.  95 

$20, 681,  751 
70.78 

$29,  221,  524 

1 Percent  of  total 

100 

Comparisons  of  the  effect  of  adjusting  the  inx-estment  basis,  so  as 
to  eliminate  appreciation  and  goodwill  in  determining  the  rates  of 

return  on  the  milk  and  milk-products  business,  are  illustrated  in  the 
following  table: 


Table  22.  Rates  of  return  on  the  milk  and  milk-products  business 


Locality 

1 

Number 
of  com- 
panies 
com- 
bined 

Before  and  after  adjustments 

1930  (weighted  averages) 

1935  (weighted  averages) 

As  recorded 
on  com- 
panies’ 
books, 
with  only 
! outside 
invest- 
ments 
eliminated 

With  out- 
side- 
invest- 
ments  and 
apprecia- 
tion 

eliminated 

With  out- 
side invest- 
ments, ap- 
preciation 
and  good- 
will which 
had  been 
paid  for 
eliminated 

As  recorded 
on  com- 
panies’ 
books, 
with  only 
outside 
invest- 
ments 
eliminated 

With  out- 
side 
invest- 
ments and 
apprecia- 
tion 

eliminated 

With  out- 
side invest- 
ments, ap- 
preciation 
and  good- 
will which 
had  been 
paid  for 
eliminated 

Baltimore 

Cincinnati-.  

St.  Louis 

Boston 

2 

4 

3 

2 

Percent 
15. 69 
8. 84 
19.  45 
20.50 

Percent 
25.58 
13,07 
19. 45 
20.50 

Percent 
34.31 
13.25 
19,  57 
23.95 

Percent 
8. 21 
6.48 
J 2. 79 
11.39 

Percent 
14.90 
10.00 
1 2. 79 
11. 39 

Percent 
19.27 
10. 15 

1 2.82 

13.  49 

1 Percent  of  loss. 


The  companies  examined  in  Baltimore  had  recorded  relatively 
more  appreciation  and  also  had  relatively  more  goodwill  which  had 
been  paid  for,  than  the  companies  examined  in  other  localities. 
Flimmation  of  these  items  for  1930  resulted  in  an  increase  from  15  69 
percent  to  34.31  percent  in  the  rate  of  return  for  the  Baltimore  • 
companies  whereas  for  the  St.  Louis  companies  the  rate  increased 
o y fr(^  19.45  perce^  to  19.57  percent.  Corresponding  increases 
lor  tne  Lmcmnati  and  Boston  companies  were  less  than  for  the  Balti- 
more companies  durmg  both  years,  as  shown  by  the  foregoing  table. 


"4 
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The  rates  of  return  for  each  of  the  11  companies  for  1930,  1933, 
1934,  and  1935,  based  on  total  capital  employed  in  the  milk  and  milk 
products  business  as  recorded  by  the  companies,  or  in  other  words 
with  only  outside  investments  eliminated  from  total  recorded  capital, 
are  shown  in  the  following  table: 

Table  23. — Comparative  statement  showing  rates  of  return  * of  milk  and  milk- 
product  companies  examined,  for  the  calendar  years  ^ 1930,  1933,  1934.  orid  1935, 
based  on  the  recorded  capital  in  the  milk  and  milk-products  business 


Calendar  year— 


Milk  and  milk-products  companies 


2 companies^  Baltimore  * 15. 69 


4 companies,  Cincinnati  * — 8. 84 


3 companies,  St.  Louis  * 19. 45 


2 companies,  Boston  * 20. 50 


1930 

1933 

1934 

1936 

Percent 
* 15. 74 
15.28 

Percent 
11. 69 
5.40 

Percent 
8. 52 
6.36 

PercerU 
9. 14 

2.98 

15.  69 

10.85 

8.06 

8. 21 

>5.00 
28. 17 
21.44 
17. 41 

« 1.62 
2. 67 
6.  75 
5. 93 

2.71 
16. 79 
15.41 
10.26 

3. 91 
22.01 
13.34 
12.29 

8.84 

s.Ol 

5.45 

6.48 

26.03 

13.86 

18.66 

5.68 
2. 16 
3.44 

5.24 

1.90 

».98 

»3. 14 
*8. 61 

19. 45 

3.72 

.47 

«2.79 

22. 91 
13.02 

16.38 

3.45 

7.76 
Ul.  75 

14.33 

«.08 

20.50 

13.27 

3.28 

11. 39 

> Before  any  deductions  for  Federal  income  tax. 

* For  1 company  the  fiscal  year  ending  Feb.  28  was  used. 

* C^endar  year  1931. 

< Weighted  average. 

1 Indicates  rate  of  loss. 

It  has  been  previously  shown  in  this  report  that  five  companies 
had  appreciation  recorded  on  their  books.  Two  of  those  five  com- 
panies had  recorded  contra  items  in  their  goodwill  accounts  and  in 
their  capital  surplus  accounts  for  the  purpose  of  facilitating  the  hold- 
ing company  in  making  consolidated  re])orts.  These  items  for  the 
respective  companies  were  equal  to  16.54  percent  and  8.27  percent 
of  their  total  recorded  capital  at  December  31,  1935.  Three  other 
companies  had  recorded  appreciation  in  amounts  equal,  at  December 
31,  1935,  to  39.47  percent,  38.33  percent,  and  34.58  percent  of  their 
total  recorded  capital. 

The  rates  of  return  on  the  milk  and  milk-products  business  with 
all  such  appreciation  eliminated  by  the  Commission  are  shown  in  the 
following  table: 
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Table  24. — Comparative  statement  showing  rates  of  return  * of  milk  and  milk- 
product  companies  examined,  for  the  calendar  years  2 1930,  1933,  193Ji.,  and  1935, 
based  on  the  capital  invested  in  the  milk  and  milk-products  business,  after  elimi* 
nating  all  appreciation 


Milk  and  milk-products  companies 

Calendar  year — 

1930 

1933 

1934 

1935 

Company  no.  1 . . 

Percent 

*25.29 

Percent 

19.40 

Percent 

14.79 

Percent 
16. 72 

Company  no.  2 

27.98 

9. 45 

9. 31 

6. 19 

2 companies,  Baltimore  < 

25.58 

18. 14 

14.01 

14.90 

Companvno.  3 

*8. 47 

*2.88 

5. 10 

7.10 

Company  no.  4 

28. 17 

2. 67 

16.79 

22. 01 

Companv  no.  .5 

21.44 

6.75 

15.41 

13.34 

Companv  no.  6 .... 

17. 41 

5. 93 

10.26 

12.29 

" 4 companie.s,  Cincinnati  < . 

13.07 

*.02 

8.  52 

10.00 

Company  no.  7 . .. 

26.03 

5.68 

6.24 

*3. 14 
•8. 51 
.00 

Company  no.  8 

13.86 

2. 16 

1.90 

Company  no.  9... 

18.66 

3.44 

*.98 

3 companies,  Rt.  T^nis  < 

19.45 

3.72 

.47 

*2.79 

Company  no.  10 

22. 91 

16.38 

7.76 

14.33 

Company  no.  11— 

13. 02 

3.45 

» 11. 75 

*.08 

2 companies,  Boston  < 

20.50 

13.27 

3.28 

11. 39 

* Before  any  deduction  for  Federal  income  tax. 

* For  1 company  the  fiscal  year  ending  Feb.  28  was  used. 

» Calendar  year  1931. 

< Weighted  average. 

* Indicates  rate  of  loss. 

Some  companies  recorded  on  their  books  the  amoimt  of  goodwill 
paid  for  which  was  usually  the  excess  cost  of  property  acquired  over 
the  cost  of  that  property  to  predecessor  owners.  The  total  amoimt 
of  goodwill  was  equal  to  23.86  percent  of  the  combined  recorded 
capital  of  the  7 companies  and  equal  to  17.25  percent  of  the  com- 
bined recorded  capital  of  the  11  companies.  The  proportion  of  good- 
will to  the  total  recorded  capital  of  each  of  the  7 companies  is  shown 
in  the  following  tabulation: 


Company  no.  and  locality 

1 

Percent  of 
the  goodwill 
paid  for  to 
the  total 
recorded 
capital 

Percent  of 
the  goodwill 
resulting 
from  record- 
ing of  appre- 
ciation to 
the  total 
recorded 
capital 

Percent  of 
the  total 
goodwiU  at 
Dec.  31,1935, 
to  the  total 
recorded 
capital 

• 

1.  Baltimore  , 

7.36 

31.48 

1 

36.23 

38.33 

16.54 

8.27 

43.59 
69. 81 
16.54 
25.99 
3.63 
6.60 
42.28 

2.  Baltimore.. . 

4.  Cincinnati - 

6.  Cincinnati 

17.72 

7.  St,  Louis . . 

3.63 

10.  Boston 

6.60 

11.  Boston 

42.28 

Total.  7 companies.  „ 

11.94 

8.64 

1 

11.92 

8.61 

23.86 

17.25 

Total.  11  companies 

Four  companies  examined  had  no  recorded  goodwill.  In  other 
words,  the  recorded  assets  represented  only  tangible  property  used 
in  the  milk  business.  Therefore,  in  order  to  show  comparable  rates 
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of  return  for  the  11  companies  all  goodwill  whether  paid  for  or  not, 
together  with  all  other  unrealized  appreciation  have  been  eUminated 
from  the  third  basis  previously  referred  to,  which  thus  covers  only  ! 
tangible  assets  employed  in  the  milk  business.  It  is  significant  to 
note  that  the  milk  companies  examined  did  not  amortize  the  recorded 
goodwill  although  many  of  the  customers  acquired  when  the  properties 
of  a company  were  acquired  have  been  lost  to  the  company.  If  the  ' 
goodwill  accounts  had  been  reduced  by  current  provisions  for  amor- 
tization, deducted  from  income  or  suplus,  a large  part  of  the  recorded 
goodwill  would  have  been  removed  from  the  books  of  these  companies. 

The  rates  of  return  on  the  investment  in  milk  and  milk-products 
business  exclusive  of  appreciation  and  all  goodwill,  are  shown  in  the 
following  table: 

Table  25. — Comparative  statement  showing  rates  of  return  * of  milk  and  milk--  %■ 
product  companies^  examined,  for  the  calendar  years  ^ 1930,  1933,  1934,  <^'^d,  1935, 
oased  on  the  capital  invested  in  milk  and  milk-products  business  after  eliminating 
all  appreciation  and  goodwill 


lowest  for  the  companies  in  Cincinnati  and  in  1935  the  rates  were  the 
lowest  for  the  companies  in  St.  Louis. 

In  this  investigation  the  Commission  has  made  no  attempt  to  pass 
upon  the  fair  value  of  the  tangible  or  intangible  property  and  equip- 
ment nor  does  it  attempt  to  pass  upon  what  constitutes  a reasonable 
rate  of  retium.  Nevertheless,  it  should  not  be  overlooked  in  consider- 
ing these  rates  of  return  that  there  are  oftentimes  monopolistic  ele- 
ments in  the  business  and  pubhc  regulation  thereof  that  justify  a 
critical  attitude  with  respect  to  the  rates  of  return.  This  report  is 
accordingly  confined  to  a presentation  of  the  rates  earned.  For 
reasons  previously  given  in  the  text,  computations  of  the  rates  of 
return  were  made  on  several  bases,  including  capital  recorded  on  the 
books  and  capital  actually  invested  which  w*as  determined  by  elimi- 
nating recorded  appreciation  not  paid  for  in  cash  or  equivalent. 

Chapter  V.  Costs  of  Delivering  Milk  and  Related  Products 

INTRODUCTION 


Milk  and  milk>products  companies 


Company  no.  1 

Company  no.  2 

2 companies,  Baltimore  *_ 

Company  no.  3 

Company  no.  4.. 

Company  no.  6 

Company  no.  6 

4 companies,  Cincinnati  * 

Company  no.  7 

Company  no.  8 

Company  no.  9— 

3 companies,  St.  Louis 

Company  no.  10___ 

Company  no.  11 

2 companies,  Boston  * 


Calendar  year — 

1930 

1933 

1934 

1935 

Percent 

Percent 

Percent 

Percent 

3 31. 79 

23.48 

17. 15 

19. 79 

86.00 

24. 61 

23. 64 

13. 34 

34.31 

23. 55 

17. 62 

19.27 

3 8.  47 

52.88 

5. 10 

7. 10 

28. 17 

2. 67 

16.  79 

22. 01 

21. 44 

6.  75 

15.41 

13. 34 

23.12 

7.09 

12. 47 

15. 13 

13. 25 

5.02 

8.65 

10. 15 

26.  76 

5.88 

5. 43 

5 3.25 

13.86 

2. 16 

1.90 

5 8. 51 

18. 66 

3. 44 

5.98 

.00 

19.  57 

3.  75 

.47 

5 2.82 

24. 67 

17. 86 

8. 47 

15.  51 

20. 68 

5.93 

5 21.35 

5.14 

23. 95 

15.86 

3. 94 

13.49 

I Before  any  deductions  for  Federal  income  tax. 

» For  1 company  the  fiscal  year  ending  Feb.  28  was  used. 
» Calendar  year  1931. 

< Weighted  average. 

* Indicates  rate  of  loss. 


Based  on  the  foregoing  tabulations  and  text  relating  to  rates  of 
return  on  the  investment  in  the  milk  business,  some  general  conclu- 
sions are  given.  It  is  obvious  that  the  higher  rates  of  return  on  the 
capital  invested  in  the  milk  business  than  on  the  total  capital  indicate 
that  the  milk  business  was  comparatively  more  profitable  than  the 
outside  mvestment.  All  of  these  companies,  except  for  one  in 
Cincinnati,  had  rates  of  return  of  over  13  percent  in  1930.  For  one 
company  in  Baltimore,  three  in  Cincinnati,  and  one  in  Boston  the  year 
1935  was  rather  profitable,  but  all  companies  in  St.  Louis,  one  in 
Boston,  and  one  in  Cincinnati  had  much  low  er  rates  of  return  than  the 
other  companies.  The  rates  of  return  for  the  companies  in  Baltimore 
and  Boston  W'ere  lowest  in  1934,  whereas  in  1933  the  rates  were 


■ Data  relative  to  the  quantities  of  milk,  cream,  and  other  com- 

modities delivered  on  retail  and  wholesale  milk  routes  and  relative 
to  delivery  expenses  in  connection  therewith  were  obtained  from  7 
milk  distributors  divided  among  3 milksheds.  Time  did  not  permit 
the  gathering  of  information  from  a greater  number  of  distributors. 
In  order  not  to  disclose  the  identity  of  these  seven  distributors,  they 
are  designated  in  this  text  discussion  as  distributor  A,  distributor  B, 
etc. ; and  the  milkshcd  in  which  a distributor  operates  is  not  indicated. 
In  the  detailed  discussion  of  their  respective  methods  of  assigning 
selling  and  delivery  expense  to  the  respective  commodities,  w hich  is 
presented  in  appendix  G,  these  seven  distributors  are  given  other 
identity -concealing  designations. 

Extent  oj  data  gathered  and  ■presented.— Dnin  were  obtained  from 
each  of  these  seven  distributors  for  each  month  separately  of  the  18 
months,  July  1934  to  December  1935,  inclusive.  These  data  dis- 
tinguish sales  made  on  retail  milk  routes,  on  wholesale  milk  routes, 
and  other  sales;  and  they  also  include  the  selling  and  delivery  expenses 
for  each  of  the  18  months. 

In  this  connection,  it  is  pertinent  to  point  out  that  not  all  of  the 
sales  made  on  retail  routes  consist  of  sales  at  retail  prices.  In  the 
case  of  one  distributor,  for  example,  approximately  4,000  small 
" stores  received  deliveries  of  milk,  cream,  and  other  products  from 

retail  delivery  vehicles,  but  in  wholesale  quantities  and  at  wholesale 
prices.  This  is  due  to  the  fact  that  it  is  more  convenient  and  eco- 
nomical to  meet  deliveries  to  small  stores  and  lunch  counters  from 
retail  delivery  vehicles  regularly  passing  those  establishments  than 
it  is  to  extend  wdiolesale  delivery  routes  so  as  to  include  those  estab- 
hshments.  A similar  situation  prevails  with  certain  other  distributors. 
In  the  case  of  another  distributor,  the  great  bulk  of  the  deliveries  of 
milk,  cream,  and  related  products  at  wholesale  is  made  on  wholesale 
delivery  routes.  Even  in  this  case,  however,  a few^  stores  and  lunch 
coimters  in  outlying  sections  receive  wholesale  deliveries  from  retail 
delivery  vehicles. 

While  data  w^ere  obtained  from  each  of  the  seven  distributors  for 
I each  of  the  18  designated  months,  the  data  for  only  1 month  could 
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be  worked  up  for  presentation  because  of  the  extreme  shortness  of 
the  time  allowed  for  the  purpose.  The  month  of  October  1935  was 
chosen  so  as  to  harmonize  with  the  presentation  of  data  obtained  in 
other  phases  of  this  inquiry, 

f!reat  variety  of  commodities  distributed  from  retail  milk  vehicles  — 

The  task  of  assigning  delivery  expense  to  the  respective  commodi-  | 

ties  handled  by  a milk  distributor  on  delivery  vehicles  is  by  no  means 
a simple  one,  due  to  the  great  variety  of  commodities  and  packages 
transported  on  and  delivered  from  these  vehicles.  Table  26,  which 
follows,  illustrates  this  fact  strikingly. 

Table  26. — Commodities  delivered  on  retail  routes  by  milk  distribiUor  C,  and 
total  and  unit  delivery  expense  thereof,  by  commodities  and  sizes  of  package, 

October  1935 


Commodities 

Sales  units 

Delivery  expense 

Name 

Delivered 

Total 

Per 

unit 

Per 

quart 

milV  in  hiillr  _ 

Gallon 

Quart 

48 

1, 433, 278 
105,788  i 
7,740 

$3. 10 
67,230. 69 
3, 763. 86 
264.30 

Cents 

6.46 

4.69 

a56 

3.41 

Cents 
1. 61 
4.69 
7.12 
13.66 

Pft.stpiirl7prt  milk  in  hnt.tlft.s.  . . - 

nn  

Pint 

Do 

H pint 

Total  pasteurzied  milk 

1.  546,854 

71. 261. 95 

4. 79 

SnpoiAl  hrnnH  milk  in  hottlftS.  . . . 

Quart 

6, 520 
61 

305.83 

2.17 

4. 69 
3.56 

4.69 

7.12 

Do 

Pint 

Total  special  brand 

6,581 

308.00 

4.70 

Certified  milk: 

OrArlp  in  bnt.tl«s  

Quart 

5,194 
! 633 

1, 150 
94 

176, 542 
13,317 
1, 616 
19,  989 
356 

243. 63 
22.  52 
53.94 
3.34-1- 

8, 281.05 
473.81 
55. 18+ 
937. 62 
12. 67- 

4.69 
3.56 
4. 69 
3.56 

1 4.69 

3.56 
3.41 
4.69 
3.56 

4.69 
7.12 
4. 69 
7.12 

4. 69 
7. 12 
13.66 
4. 69 
7. 12 

Do  

Pint 

Orftdp  T in  hottliw.  ..  

Quart 

Do  

Pint 

High  test  milk: 

Ora/lA  TT  in  bnttlA!?  

Quart 

Do 

Pint 

Do  

pint 

Quart 

OraHft  V in  bottles  ...  - 

Do 

Pint 

Total  certified  and  high-test  milk 

218,891 

10,083.76 

4. 79 

T'otftl  milk  _ _ _ 

1, 772, 326 
189 

81,653.71 

12.21 

4.79 

1.61 

Skim  milk  in  bulk 

Gallon 

Gallon 

do 

6.46 

Pasteurized  cream: 

neroent  in  bulk  

9 

2 

99 

136 

1 

108 
13,  941 
22,151 
353 
35.503 
176,204 
14, 894 
11 
2,683 

.57+ 
.13- 
6.32- 
4.84- 
.03+ 
5. 07- 
496. 01 
756. 40 
16.56 
1,263. 17 
6, 016.  90 
502.66 
.52 
125. 85 

6.38 
6.38 
6.38 
3.56 
3. 41 
4.69 
3.56 
3.41 
4.69 
3.56 
3.41 
3.37 
4.69 
4.69 

1. 59 
1. 59 
1. 59 
7.12 
13.66 
4.69 
7. 12 
ia66 
4.69 
7.12 
13.66 
27.00 
4.69 
4.69 

1R  nArpAnt.  in  bulk  ...  

l.*\  nAPPAnt.  in  bulk  .... 

do 

iO  nerPAnt  in  bottles  

Pint 

‘Do  

}4  pint 

34  pAPPent  in  bottles  

Quart 

'Do  

Pint 

bo  

^ pint 

24  rverPAnt  in  bottlAA  . . 

Quart 

Do  

Pint 

Do  

^ pint 

H pint 

Do  

nArrs^nt  in  bottles  . . 

Quart 

16  percent  in  bottles... - 

do 

Total  sweet  cream - - 

266,095 

9,195.03 

11.52 

I 


% 


s 


s 


% 


I 

j 
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Table  26. — Commodities  delivered  on  retail  routes  by  milk  distributor  C,  and 
total  and  unit  delivery  expense  thereof,  by  commodities  and  sizes  of  package, 
October  1936 — Continued 


Sales  units 

Delivery  expense 

Commodities 

Name 

Delivered 

Total 

Per 

unit 

Per 

quart 

Sour  cream: 

20  percent  in  bulk  

Gallon 

1 

$0. 06+ 

Cents 

6.37 

Cents 

1.59 

* Dn  

gallon.. 

35 

1.35 

3.86 

1.93 

Do  

Quart 

11 

.35 

3. 16 

3. 16 

20  percent  in  jars ................. ...... 

l6-ounce... 

1,204 

33.40 

2,77 

18.88 

20  percent  in  bottles.. — 

Pint 

1 

.04- 

3.56 

7. 12 

Total  sour  cream 

1, 252 

35.20 

7.62 

Special  beverages: 

Tn  hulk  

Gallon 

108 

6.98 

6.46 

1.78 

Tn  bottles.  . ■ ...... 

Quart 

7,228 

339.04 

4.69 

4.69 

Do 

H pint 

5,391 

184.09 

3. 41 

13.66 

Do 

H quart... 

6 

.21+ 

3.56 

10.67 

Lactose  in  bottles ... ........... 

Quart 

17,414 

2,601 

816.84 

4.69 

4. 69 

Do  - 

Pint...... 

92.54 

3.56 

7. 12 

Synthetic  buttermilk  in  bottles 

Quart 

32,702 

1,533. 95 

4.69 

4. 69 

Do 

Pint 

78 

2.78- 

3.56 

7. 12 

Do  . 

H pint 

139 

4.  75- 

3. 41 

13.66 

NAtnral  buttermilk  in  bottles 

Qi^t 

18,440 

864.96 

4. 69 

4.69 

Do  . 

H pint 

12 

.41 

3.41 

13.66 

Cocoa  drink  in  bottles  ....  ....  

Quart 

46,756 

2, 193. 18 

4.69 

4.69 

bo  

Pint 

4,703 

167.33 

3.56 

7. 12 

Do 

H pint 

18, 144 

619. 57 

3.  41 

13.66 

Cottage  cheese  in  bulk. ....................... 

Gallon 

11 

.57- 

5. 15 

1.29 

Do 

^4  gallon.. 

28 

1.08 

3.86 

1. 93 

Do  

Quart 

66 

2.08 

3. 15 

3. 15 

Cottage  cheese  in  jars  _ _ 

1+ounce... 

11,483 

334. 93 

2. 92 

15.83 

Creamed  cheese  in  bulk......................... 

Gallon 

2 

.10+ 

5. 15 

1.29 

. Do  ...... .......................... 

H gallon.. 

14 

.54 

3.86 

1.93 

P Do 

Quart 

9 

.28 

3. 15 

3. 15 

CrpAmed  cheese  in  packages  

lO-ounce... 

12,640 

350.64 

2.77 

18.88 

Special  cheese  in  bulk  ..  . ... 

Quart 

1 

.03+ 

3. 15 

3. 15 

Special  chee.se  in  packages  

8+unce 

14,740 

401.56 

2.72 

1 10.90 

Blitter  in  packages  _ 

Pound 

86;  077 

2,447.04 

2.84 

» 5.69 

bo ^ .... ........ ........ 

H pound.. 

35,945 

961.70 

2.68 

1 10.  70 

A cidonhilons  milk  in  bottles  . 

Quart 

398 

18. 67 

4.69 

4.69 

Do 

Pint 

117 

4. 16 

3.56 

7. 12 

Total  by-  and  other  products 

- — 

315,253 

11,350.01 

Orand  total 

2,355,115 

* 102, 246. 16 

1 Computed  on  the  basis  that  1 quart  equals  32  ounces. 

* This  total  omits  $2.54  of  expense  assigned  to  miscellaneous  items  omitted  from  the  table. 


In  the  foregoing  table  showing  the  commodities  delivered  on  retail 
routes  by  milk  distributor  C,  one  can  count  63  different  sales  units  or 
kinds  of  package  divided  among  19  different  classes  or  grades  of 
commodity.  Inclusive  of  acidophilous  milk,  there  are  17  different 
sales  units  for  milk  alone,  and  these  are  divided  among  7 different 
grades  of  milk.  Inclusive  of  sour  cream,  there  are  19  different  sales 
units  or  kinds  of  package  of  cream  divided  among  6 different  grades  of 
cream.  The  hst  of  commodities  also  includes  nine  classes  of  corn- 
modities  other  than  milk  or  cream,  most  of  these  being  offered  in 
two  or  more  sizes  of  package.  Even  this  does  not  represent  the 
greatest  extreme  of  variety,  however,  for  other  distributors  include 
eggs,  several  varieties  of  bread,  and  even  honey  among  the  commodi- 
ties sold  from  milk-distributing  vehicles. 

Fortunately,  however,  the  variety  of  packages  handled  is,  physically 
speaking,  not  nearly  so  great  as  the  variety  of  sales  units;  for  identi- 
cally the  same  size  and  shape  of  quart  bottle,  for  example,  is  used  for 
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all  grades  of  milk,  all  grades  of  cream,  buttermilk,  cocoa  drink,  and 
other  beverages  that  are  distributed  in  quart  bottles.  Similar 
remarks  apply  to  the  products  put  up  in  pint  bottles  and  half-pint 
bottles. 

Assigning  delivery  expense  a complex  problem. — Ponder  the  fact 
that  this  great  variety  of  commodity  and  size  and  shape  of  package 
is  carried  on  the  same  milk  delivery  vehicle  and  is  handled  by  the 
same  route  man  in  moving  from  the  vehicle  to  the  customers’  door- 
steps and  back.  The  complexity  and  difficulty  of  assigning  to  each 
of  these  varieties  of  commodity  and  to  each  of  these  varieties  of 
package  its  appropriate  expense  immediately  becomes  apparent. 
The  transportation  expense  is  a joint  exp(>nse.  It  begins  when  the 
loaded  vehicle  leaves  the  loading  platform  at  the  milk  distributor’s 
plant  and  continues  while  the  vehicle  moves  to  the  beginning  of  the 
milk  route,  continues  further  as  the  vehicle  moves  along  the  route 
(even  as  the  vehicle  remains  stationary  while  the  route  man  moves  into 
the  customer’s  premises  and  back — if  it  is  a motor  vehicle  with  the 
motor  left  running);  and  until  the  vehicle  has  returned  to  the  plant 
with  the  empty  carrying  cases  and  the  em])ty  bottles  that  have  been 
gathered  from  the  customers’  premises.  This  transportation  expense 
includes  not  only  the  cost  of  the  gasoline,  oil,  lubricants,  maintenance, 
tire  expense,  garage  expense,  depreciation  of  investment,  license  ex- 
pense, tax  expense,  etc.,  pertaining  to  the  motor  vehicle,  or  the  entire 
wagon  and  stable  expense  in  the  case  of  a horse-drawn  vehicle,  but 
also  a large  part  of  the  value  of  the  time  of  the  chauffeur  or  driver — 
that  part  consumed  while  on  the  route.  Serving  these  products  from 
the  vehicle  to  the  customers  also  involves  a joint  expense.  The 
route  man  picks  out  of  his  respective  cases  and  cartons  the  various- 
sized  bottles  of  milk,  cream  and  other  bottled  products,  packages  of 
butter,  eggs,  etc.,  and  places  them  in  his  carrier.  In  the  process  of 
loading  these  various  items  into  the  carriers,  each  item  may  consume 
time  and  effort  individually;  but  the  amounts  and  values  of  these 
individual  handling  efforts  have  never  been  recorded.  And  as  the 
route  man  moves  from  the  vehicle  to  the  customer’s  doorstep,  from 
the  doorstep  of  one  customer  to  that  of  another,  and  from  a customer’s 
premises  back  to  the  vehicle,  the  value  of  his  time  and  effort  during 
this  process  is  joint  to  all  of  the  commodities  and  packages  in  his 
carriers. 

In  the  case  of  all  seven  distributors  from  whom  data  were  obtained, 
the  route  man  also  keeps  the  record  of  deliveries  to  each  customer  on 
his  route  during  the  entire  month,  prepares  the  customer’s  monthly 
statement,  makes  the  collections  and  remits  and  accounts  to  the  milk 
distributor.  Each  variety  of  commodity  and  package  delivered  to 
each  customer  may  involve  individual  effort  in  making  the  record  and 
compiling  the  monthly  bill;  but  the  value  of  the  route  man’s  time  in 
collecting  the  bill  and  in  remitting  and  accounting  to  the  milk  dis- 
tributor is  an  expense  that  is  joint  to  all  the  (Commodities  and  packages 
handled  during  the  month. 

The  process  of  ascertaining  unit  deliver^'  costs  pertaining  to  milk 
and  other  products  delivered  on  milk  routes  is,  therefore,  a process  of 
classifying  delivery  expense  with  reference  to  certain  principles  or 
bases  of  allocation  or  apportionment.  Picture  a milk  vehicle  loaded 
with  these  19  classes  of  commodities,  each  commodity  put  up  in 
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various  sizes  of  package  and  the  packages  of  these  respective  sizes 
stored  in  carrying  cases  and  cans  of  various  sizes,  weights,  and  shapes. 
How  much  of  the  transportation  expense  is  caused  by  the  milk  that 
is  in  quart  bottles  stored  and  carried  in  quart-bottle  cases?  How 
much  is  caused  by  the  milk  in  pint  bottles  stored  and  carried  in  pint- 
bottle  cases?  How  much  by  the  eggs  in  cartons,  etc.?  Picture  the 
route  man  moving  from  his  vehicle  to  the  customer’s  premises  with 
two  carriers — these  carriers  containing  ordinary  milk  in  quart,  in  pint, 
and  in  half-pint  bottles,  cream  in  half-pint  bottles,  packages  of  butter, 
cartons  of  eggs.  How  much  of  the  joint  expense  representing  value 
of  the  route  man’s  time  as  he  moves  from  his  vehicle  to  the  house  or 
from  house  to  house,  was  caused  by  the  milk  in  the  quart  bottles,  how 
much  by  the  milk  in  the  pint  bottles,  how  much  by  the  cream  in  the 
half-pint  bottles,  how  much  by  the  packages  of  butter,  how  much  by 
the  carton  of  eggs?  Picture  a route  man  collecting  a monthly  bill, 
which  sums  up  the  net  sales  value  of  all  milk,  cream,  butter,  cottage 
cheese,  cocoa  drink,  etc.,  in  all  the  various  sizes  of  packages  in  which 
these  were  delivered  to  a particular  customer  during  the  elapsed 
month.  How  much  of  the  expense  representing  the  value  of  his  time, 
while  making  out  and  collecting  this  bill,  was  caused  by  the  milk 
delivered  in  quart  bottles,  by  the  milk  delivered  in  pint  bottles,  by 
the  packages  of  butter,  etc.? 

Data  were  collected  from  seven  milk  distributors.  Each  of  these 
seven  distributors  divided  his  total  delivery  and  selling  expense  each 
month  among  the  various  varieties  of  commodity  handled.  Among 
these  seven  distributors  four  different  methods  of  making  this  division 
were  used.  Not  all  four  methods  could  possibly  be  right;  so  that  at 
least  three  of  the  methods  were  incorrect — and  it  is  believed  that  all 
four  methods  were  incorrect  in  some  phase  or  other.  If  the  results 
obtained  for  distributor  A were  to  be  comparable  with  the  results 
obtained  for  distributors  B,  C,  D,  etc.,  the  same  principles  would  have 
to  be  applied  in  a uniform  method  to  the  assignment  of  the  expenses 
of  each  of  these  distributors  to  the  various  products  sold  by  them. 
The  results  presented  in  this  text  are  the  results  obtained  by  a uniform 
method  determined  by  the  Commission.  This  method  is  described 
in  appendix  G,  as  also  is  the  particular  method  used  by  each  of  the 
distributors.  Further  space  will  not  be  taken  up  in  this  text  with 
discussion  of  method. 

Keverting  to  table  26,  it  will  be  noted  that  the  cost  of  delivering  a 
quart  of  milk  in  a quart  bottle  was  4.69  cents  regardless  of  whether 
the  milk  was  ordinary  pasteurized  milk  or  some  special  brand.  The 
same  amount,  4.69  cents,  was  the  cost  of  delivering  a quart  of  cream 
in  a quart  bottle,  regardless  of  whether  the  cream  had  a butterfat 
content  of  34,  24,  18,  or  15  percent.  The  same  cost  applied  to  the 
delivery  of  a quart  in  a quart  bottle  of  any  of  the  other  products  that 
were  delivered  in  bottles — special  beverages,  lactose,  synthetic  butter- 
milk, natural  buttermilk,  acidopliilous  milk  and  cocoa  drink.  In  other 
words,  tliis  size  of  package  "would  entail  a delivery  cost  of  4.69  cents 
regardless  of  the  nature  of  the  contents  of  the  package. 

In  a similar  manner,  the  cost  of  delivering  a pint  of  product  in  a 
pint  bottle  was  3.56  cents  regardless  of  whether  the  product  consisted 
of  ordinary  pasteurized  milk,  of  some  special  grade  of  milk,  of  cream, 
or  of  any  other  material.  And  the  cost  of  delivering  a half  pint  of 
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any  product  in  a half-pint  bottle  was  3.41  cents.^^  It  will  be  observed 
that  the  cost  of  delivering  a pint  of  any  product  in  a pint  bottle  is 
much  more  than  one-half  of  the  cost  of  delivering  a quart  of  the 
product  in  a quart  bottle,  and  that  the  cost  of  delivering  a half  pint 
of  product  in  a half-pint  bottle  is  far  greater  than  one-fourth  of  the 
cost  of  delivering  a quart  of  the  product  in  a quart  bottle.  This  is 
due  to  the  fact  that  in  handling  these  various  packages  at  the  milk 
truck  in  the  process  of  transferring  them  from  the  cases  to  the  route 
man’s  carriers,  in  handling  them  at  the  customer’s  doorstep  in  the 
process  of  removing  them  from  the  carrier  and  placing  them  on  the 
customer’s  doorstep  and  picking  up  empty  bottles  and  placing  them 
in  the  carrier,  and  in  many  other  phases  of  work  incident  to  the  actual 
delivery  operation  and  in  the  accounting  therefor,  practically  no  more 
time,  effort,  and  expense  are  involved  in  handling  a quart  package 
than  in  handling  a pint  or  a half-pint  package. 

Expressed  in  terms  of  quarts  of  product  delivered,  the  cost  of 
delivering  milk,  cream,  and  other  products  in  bulk  was  about  1.61 
cents,  in  quart  bottles  4.69  cents,  in  pint  bottles  7.12  cents,  and  in 
half-pint  bottles  13.66  cents  per  quart.  It  is  thus  seen  that  delivery 
of  these  products  in  small  bottles  is  relatively  very  expensive  as 
compared  with  the  cost  of  delivery  in  quart  bottles.  Due  to  the  fact 
that  the  great  bulk  of  all  ordinary  pasteurized  milk  that  was  dehvered 
was  delivered  in  quart  bottles,  the  average  cost  of  delivering  pasteur- 
ized milk  for  all  sizes  of  bottles  was  4.79  cents  per  quart;  and  that 
same  average  applied  to  all  milk,  whether  ordinary  pasteurized  milk 
or  milk  of  other  grades.  The  great  bulk  of  sweet  cream,  however, 
was  delivered  in  half-pint  bottles;  so  that  the  average  cost  of  de- 
livering sweet  cream  was  11.52  cents  per  quart  or  about  2.88  cents 
per  half  pint. 

Inasmuch  as  this  inquiry  is  concerned  primarily  with  milk  and 
cream,  not  butter,  orange  drink,  cocoa  drink,  and  a variety  of  other 
commodities,  the  further  discussion  will  concern  itself  with  the  pres- 
entation of  only  the  costs  of  delivering  milk  and  cream. 

Unit  delivery  costs  of  seven  milk  distributors. — Table  27,  which  fol- 
lows, presents  the  average  costs  incurred  by  seven  milk  distributors 
in  the  process  of  delivering  milk  and  cream  in  various  sized  packages 
and  units  during  October  1935.  It  shows  the  delivery  cost  per  gallon, 
per  quart,  per  pint,  and  per  half  pint;  and  it  also  shows  for  each  size 
of  container  the  cost  of  delivering  a quart  of  the  product  in  such 
containers. 

The  table  shows  variations  of  1/100  point  percent  in  these  resjiective  unit  costs.  These  variations  are 
due  to  variations  in  the  effect  of  rounding  off  decimals. 
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According  to  the  foregoing  table,  the  cost  of  delivering  a quart  of 
milk  or  cream  of  any  grade  in  quart  bottles  was  2.64  cents  for  dis- 
tributor A,  4.42  cents  for  distributor  B,  4.69  cents  for  distributor  C, 
4.71  cents  for  distributor  D,  4.78  cents  for  distributor  E,  3.70  cents 
for  distributor  F,  and  3.75  cents  for  distributor  G.  The  cost  of  deliv- 
ering a pint  of  product  in  a pint  bottle  was  1.87  cents  for  distribu- 
tor A,  3.28  cents  for  distributor  B,  etc.  Converting  all  these  delivery 
units  to  quart  equivalents,  the  weighted  average  cost  per  quart  of 
delivering  ordinary  pasteurized  milk  was  2.83  cents  for  distributor  A, 
4.57  cents  for  distributor  B,  4.79  cents  for  distributor  C,  4.97  cents 
for  distributor  D,  4.95  cents  for  distributor  E,  4.25  cents  for  distributor 
F,  and  3.93  cents  for  distributor  G. 

The  average  cost  of  delivering  a half  ])int  of  sweet  cream  to  the 
customer’s  doorstep  was  1.57  cents  for  distributor  A,  2.77  cents  for 
distributor  B,  3.41  cents  for  distributor  C,  etc.  The  cost  of  delivering 
cream  in  one-fourtb-pint  bottles  was  only  a little  less  than  the  cost  of 
delivery  in  balf-pmt  bottles  and,  therefore,  was  relatively  much  more 
expensive;  while  the  cost  of  delivering  cream  in  pint  and  quart 
bottles  was  only  a little  more  than  the  cost  of  delivering  in  half-pint 
bottles  and,  therefore,  was  relatively  much  less  expensive.  Due  to 
the  fact  that  the  great  bulk  of  sweet  cream  was  delivered  in  half-pint 
bottles,  the  weighted  average  cost  per  quart  of  delivering  sweet  cream 
was  6.70  cents  for  distributor  A,  10.10  cents  for  distributor  B,  11.52 
cents  for  distributor  C,  9.76  cents  for  distributor  D,  10.68  cents  for 
distributor  E,  8.04  cents  for  distributor  F,  and  5.78  cents  for 
distributor  G. 

It  will  be  observed  that  the  delivery  cost  of  any  commodity  in  any 
size  of  unit  varied  greatly  from  distributor  to  distributor.  There  is  a 
striking  contrast  between  the  unit  delivery  costs  incurred  by  dis- 
tributors B,  C,  D,  and  E on  the  one  hand,  and  the  corresponding 
delivery  costs  incurred  by  distributor  A on  the  other  band,  with 
distributor  G occupying  an  intennediate  position.  A large  part  of 
this  difference  in  unit  costs  is  due  to  differences  in  methods  of  remuner- 
ating the  route  men,  and  to  differences  in  restrictions  imposed  upon 
the  distributor  and  bis  route  men  by  the  route  men’s  union.  Dis- 
tributor A is  not  affected  by  union  restrictions.  He  pays  bis  route 
men  a small  guaranteed  weekly  stipend;  but  the  great  bulk  of  their 
remuneration  consists  of  a “commission”  equal  to  7 percent  of  the 
net  sales  value  of  the  products  delivered  by  them.  These  route  men 
earn  an  average  of  about  $31  per  week;  but  in  doing  so  they  must 
each  deliver  a relatively  large  volume  of  products.  This  distributor 
is,  therefore,  able  to  effect  delivery  at  a relatively  low  unit  cost. 

In  contrast  wutb  the  above-described  system  of  remuneration, 
certain  other  of  these  distributors  are  subject  to  the  following  condi- 
tions; All  regular  route  men  are  paid  a guaranteed  wage  of  $36 
per  week  of  6 days ; a substitute  route  man  operates  the  route  on  the 
seventh  day  and  receives  a remuneration  of  from  $6  to  $7 — making 
the  total  minimum  for  a route  equal  to  $42  or  $43  per  week.  For 
this  amount  of  remuneration,  the  route  men  debver  not  more  than 
200  “points”  per  day.  For  this  purpose  a quart  bottle  of  milk 
constitutes  1 point,  a pint  bottle  constitutes  one-half  point,  a half- 
pint  bottle  constitutes  one-fourth  point,  a quart  of  cream  con- 
stitutes 4 points,  a pint  of  cream  2 points  and  a half  pint  of  cream  1 
point.  Other  point  values  attach  to  milk  and  cream  delivered  in 
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bulk  and  to  other  products.  On  all  deliveries  in  excess  of  200  points 
per  day  the  route  man  receives  an  additional  compensation,  called 
“commission”,  amounting  to  0.4  cent  per  point.  The  service  rendered 
for  this  compensation,  inclusive  of  guaranteed  weekly  wage  and 
“commission”,  does  not  include  delivery  of  butter,  eggs,  or  cheese. 
For  delivering  these  products  from  retail  route  vehicles,  the  route 
men  receive  additional  compensation  equal  to  1 cent  per  pound  for 
butter,  1 cent  per  dozen  for  eggs,  and  1 cent  per  pound  for  cheese. 
For  delivery  of  these  commodities  from  wholesale  route  vehicles  the 
route  men  receive  “commission”  at  the  rate  of  % cent  per  dozen  for 
eggs  and  % cent  per  pound  for  cheese.  The  commissions  based  on  the 
excess  of  points  delivered  over  200  points  per  day  are  paid  on  a 
monthly  basis.  That  is,  for  a 30-day  month,  the  commissions  would 
be  on  the  e.xcess  of  points  delivered  over  6,000  points;  for  a 31 -day 
month,  the  commissions  are  paid  on  the  excess  of  the  points  delivered 
over  6,200  points;  and  for  a 28-day  month  the  commissions  are  paid 
on  the  excess  of  the  points  delivered  over  5,600  points.  This  require- 
ment entails  the  accounting  work  not  only  of  computing  and  compiling 
the  deliveries  made  by  each  route  man  but  also  of  converting  those 
deliveries  into  “points”. 

The  milk  distributors  in  another  market  are  subject  to  the  following 
conditions  estabhshed  in  agreement  with  the  union:  A minimum 
guaranteed  weekly  wage  of  $36  for  6 days  on  retail  routes  with  10 
days’  vacation  per  year  with  full  pay.  Substitute  drivers,  who 
operate  the  milk  routes  on  the  seventh  day,  are  compensated  at  the 
rate  of  $42  per  week.  This  makes  a minimum  wage  cost  of  $43  per 
week  per  route.  The  service  to  be  rendered  for  this  compensation 
amounts  to  6,250  “points”  per  month.  For  deliveries  in  excess  of  that 
amount,  the  regular  route  man  receives  a “commission”  amounting 
to  1 cent  per  excess  point.  For  the  purpose  of  administering  tliis 
provision,  one  point  consists  of  1 quart  of  milk,  2 pints  of  milk,  a 
half  pint  of  cream,  2 quarter  pints  of  cream,  1 quart  of  cultured 
whole  milk,  1 quart  of  buttermilk,  1 pound  of  butter,  1 pound  of 
cheese,  4 half  pints  of  milk.  A quart  of  certified  milk  constitutes  2 
points;  a quart  of  cream  constitutes  4 points;  a pint  of  cream  con- 
stitutes 2 points;  a gallon  of  bulk  milk  constitutes  4 points;  a gallon 
of  condensed  cream  constitutes  4 points;  and  a gallon  of  bulk  cream 
constitutes  6 points. 

The  foregoing  limitations  apply  to  the  compensation  paid  to  retail 
route  men  and  the  service  to  be  rendered  by  them  for  such  compensa- 
tion. A similar  set  of  limitations  apply  on  wholesale  routes. 

The  effects  of  these  differences  in  rates  and  methods  of  remunerat- 
ing retail  route  operatives  are  reflected  in  the  average  labor  cost  per 
retail  route.  These  averages  for  the  respective  distributors  were  as 
follows  in  October  1935:  Distributor  A,  $166.97;  distributor  B, 
$212.41;  distributor  C,  $231.02;  distributor  D,  $235.48;  distributor  E, 
$239.70;  distributor  F,  $201.50;  and  distributor  G,  $193.22.  It  will 
be  observed  that  these  variations  in  the  average  labor  cost  per  retail 
route  correlate  closely  wdth  the  variations  in  the  average  cost  per 
quart  equivalent  of  delivering  milk. 

Another  factor  that  causes  the  unit  delivery  expense  for  distributor 
A to  be  less  than  the  unit  delivery  expenses  of  the  other  six  distribu- 
tors is  the  fact  that  distributor  A serves  a much  larger  number  of 
stores  and  lunch  counters  from  retail  delivery  vehicles.  These 
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deliveries  are  in  wholesale  quantities  and  are  made  at  wholesale  prices. 
The  latter  fact  is  reflected  in  the  remuneration  received  by  the  retail 
route  operatives,  inasmuch  as  the  great  bulk  of  their  remuneration 
consists  of  a 7-percent  commission  on  net  sales.  Likewise  the  handling 
of  these  wholesale  deliveries  from  the  vehicle  to  the  customer’s 
premises  is  less  expensive  than  the  handling  of  a like  quantity  between 
the  vehicle  and  the  premises  of  retail  consumers.  Thus  a large  pro- 
portion of  the  apparent  retail  delivery  expense  of  distributor  A con- 
sists in  fact  of  wholesale  delivery  expenses — probably  a consider.*)  bly 
larger  proportion  than  in  the  case  of  the  other  distributors. 

Lack  oj  data  for  more  accurate  assignment  of  delivery  expense. — In  the 
process  of  apportioning  the  delivery  expenses  and  arriving  at  the  unit 
costs  presented  in  the  foregoing  table  (table  27),  there  was  included 
with  the  vehicle  expense  to  constitute  the  total  cost  of  transporting 
the  commodities  in  route  vehicles  an  amount  equal  to  27.45  percent 
of  the  total  remuneration  paid  to  route  men  operating  horse-drawn 
vehicles  and  29.59  percent  of  the  total  remuneration  paid  to  route 
men  operating  motor  vehicles. These  percentages  were  the  results 
of  careful  time  studies  made  on  the  retail-delivery  routes  of  a certain 
large  milk  distributor  by  a member  of  the  Commission’s  staff  before 
he  entered  the  Commission’s  service.  The  percentages  probably  are 
not  strictly  applicable  to  the  case  of  any  distributor  from  whom  data 
were  obtained  in  this  inquiry.  However,  the  brevity  of  available 
time  did  not  permit  time  studies  to  be  made  on  the  delivery  routes  of 
distributors  included  in  the  present  inquiry.  Furthermore,  although 
the  above-stated  percentages  may  not  be  applicable  strictly,  they  are 
applicable  approximately;  and  it  is  believed  that  their  use  yields 
results  closer  to  the  true  unit  costs  than  could  have  been  obtained  if 
no  part  of  the  route  men’s  remuneration  had  been  assigned  to  trans- 
portation cost  so  as  to  be  apportioned  to  the  respective  products  and 
packages  on  the  cubic-space  basis. 

In  order  to  obtain  imit  costs  that  should  be  comparable  with  those 
presented  in  the  first  report  on  this  inquiry,  computations  were  also 
made  without  assigning  any  portion  of  the  route  operatives’  remunera- 
tion to  transportation  cost.  These  results  are  presented  in  appendix 
table  13.  The  failure  to  include  this  element  in  transportation  cost 
has  the  effect  of  understating  slightly  the  unit  costs  of  delivering  the 
larger  packages  (gallons  and  quarts)  and  of  overstating  appreciably  the 
unit  costs  of  delivering  the  smaller  packages  (pints,  half  pints,  gills, 
16-ounce  jars,  and  8-ounce  jars).  For  example,  table  27  above  shows 
for  distributor  A a cost  of  3.42  cents  per  gallon  for  delivering  milk, 
cream,  and  other  fluid  products  in  bulk,  and  of  2.64  cents  per  quart 
for  delivering  them  in  quart  bottles,  as  compared  with  3.03  cents  and 
2.56  cents  respectively  shown  in  appendix  table  13.  On  the  other 
hand,  table  27  shows  only  1.87  cents  per  pint,  1.57  cents  per  half  pint 
and  1.48  cents  per  gill  for  delivering  these  fluid  products  in  bottles 
of  those  respective  sizes.  These  may  be  compared  with  1.96  cents, 
1.73  cents,  and  1.66  cents  respectively  shown  for  the  sizes  of  package 
in  appendix  table  13.  Similar  comparisons  hold  in  the  cases  of  the 
other  distributors.  The  whole  comparison  emphasizes  the  impor- 
tance— to  the  milk  distributors  for  their  own  guidance  as  well  as  for 

« In  those  cases  in  which  the  remunerations  paid  to  these  two  classes  of  route  operatives  were  not  stated 
separately,  there  was  applied  to  their  total  an  average  percentage,  which  was  derived  in  each  case  by 
weighting  the  above  stated  percentages  with  the  number  of  horse  routes  and  the  number  of  motor  routes, 
respectively. 
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I purposes  of  discussion  wdth  milk  consumers  and  milk  producers — of 

J making  these  route  and  other  studies  that  will  furnish  practical 

' working  bases  on  which  to  allocate  and  group  expenses  according  to 

the  manner  in  which  they  impinge  upon  these  products  and  to  appor- 
tion these  expenses  to  the  respective  classes  of  product  and  package 
according  to  the  correct  apportionment  principle  that  pertains  to  each 
' expense  group. 

Either  set  of  results,  however,  shows  strikingly  the  expensiveness 
of  delivering  these  products  in  small  packages.  A cost  of  1.87  cents 
per  pint  for  delivering  milk  in  pint  bottles,  is  equivalent  to  3.74  cents 
^ per  quart.  A cost  of  1.57  cents  per  half  pint  for  delivering  milk  in 

half-pint  bottles  is  equivalent  to  a cost  of  6.26  cents  per  quart.  These 
were  the  results  for  distributor  A,  wLo  had  the  lowest  costs.  For 
distributor  E,  whose  costs  w’ere  among  the  highest,  a cost  of  3.44 
V cents  per  pint  for  delivering  milk  in  pint  bottles  is  equivalent  to  a 

cost  of  6.89  cents  per  quart,  and  a cost  of  3.15  cents  to  deliver  a half 
pint  of  milk  in  a half-pint  bottle  is  equivalent  to  a cost  of  12.59  cents 
per  quart.  These  higher  costs  for  delivery  in  small  packages,  perhaps, 

» explain  why  some  distributors  charge  a price  of  from  1 to  2 cents  more 

per  quart  for  milk  delivered  in  pint  bottles  and  from  3 to  8 cents 
more  per  quart  for  milk  delivered  in  half-pint  bottles  than  for  milk 
delivered  in  quart  bottles.  Fortunately,  from  the  expense  viewpoint, 
the  great  proportion  of  all  fluid  milk  is  still  delivered  in  quart  bottles ; 
so  that  the  weighted  average  cost  per  quart  of  dehvering  all  milk  is 
only  a httle  above  the  cost  of  milk  delivered  in  quart  bottles. 

Costs  of  delivering  milk  and  cream  on  wholesale  delivery  routes. — By  a 
, similar  process,  the  total  expenses  pertaining  to  deliveries  from  whole- 

sale routes  were  classified  and  apportioned  to  the  respective  com- 
modities deUvered  on  wholesale  routes  and  to  the  respective  sales 
units  or  packages  of  those  commodities.  The  results  for  milk  and 
, cream  are  presented  in  table  28  following; 


1 


Table  28. — 7 milk  distributors'  expenses  per  sales  unit  and  per  quart-equivalent  of  delivering  milk  and  cream  on  wholesale  routes,  by  sales  units 

October  1935 
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II  1 II 

© 

X 

Per 

unit 

t 

M CO  1 

1 

ci  cs  « ^ 1 

^ ; 

• 

1 

( 

1 

1 

1 

1 

1 

1 

iss  i i 

» c4 1 1 
1 1 1 

1 1 • 

1 

1 

1 

1 

1 

1 

1 

1 

II  1 II 

-H  o CO  1 Ii-Hts.00  ICSO  1 1 

COO<OC4  1 1 o >9  ^ ICOO  1 1 
c4c4>-irH  1 ic4f>4f-H  ic4cs  • i 

II  1 II 

II  1 II 

II  1 II 

1 

1 

1 

1 

1 

• 

1 

1 

Distributor  E— 
delivery  cost 

Per 

quart 

•ocoeooeo  « 

W CO  00  1 

o : 

• 

1.  63 

1 1 1 
1 CO  O I 1 
1 b*  O 1 1 

CS  1 • 

) 1 1 
1 1 1 
1 1 1 

2.  27 

.56 

1. 73 
2.60 
4.83 

1.73 
2.  61 
4. 82 

1. 42 

Per 

unit 

1 

CO  eo  o • 

•g  wco  1 

c4  ^ i-J  • 

^ 1 

1 

1 

1 

1 

1 

1 

t 

1 

( 

1.  73 
1.30 

1 

1 

1 

1 

1 

1 

1 

1 

2.23 
1.  73 

1.30 
1.21 

1.  73 

1.31 
1.20 

1 

1 

1 

1 

1 

1 

1 

1 

Distributor  D— 
delivery  cost 

Per 

quart 

Cents 
0. 42 
1.24 
1.70 
3. 06 

1. 17 

1.24 
1. 70 
3.06 

2.58 

• 1 1 1 1 1 

CJ  ^ O O 1 o CO  1 1 1 1 1 

^CSt>»0  I^c^r»93  1 1 1 1 1 

• ...1...  .11111 
w C*5  I ^ 01  1 1 1 1 1 

1 1 1 1 1 1 

1 1 1 1 1 1 

1 1 1 1 1 1 

© 

to 

Per 

unit 

1 

•b  O 1 

* • 

^ \ 

1 

1 

1 

1 

1 

1 

1 

1 

I 

1.24 

.85 

.77 

1 

1 

1 

1 

1 

1 

1 

1 

1 1 I 1 1 1 

O »0  1 0 *9  h"  1 1 1 1 t 

it^csocr«  1 1 1 1 1 

. •«l...•lltll 
^ ^ 1^1^  1 1 1 1 1 

1 1 1 1 1 1 

1 1 1 1 1 1 

1 I I 1 1 I 

1 

1 

1 

t 

1 

1 

1 

1 

Distributor  C — 
delivery  cost 

Per 

quart 

a9r«»«5  0S'<!HcC' 
■^b»co  CO  CO 

S d cs  CO  »d 
O 

2. 52 

1 

1 93  GO 

» CO  CO  CO 

lOicocCd 

t 

1 

1 

2. 52 

1 1 1 

CO  »0  1 1 1 CO  *9  C33 CO  CO  40  93  ^ 

o-co  1 I 1 o- CO  CO  *9  CO  CO 

' cs  1 1 1 'cseot^^  *c4eot^ 

III  FM 

1 1 1 

1 1 1 

5.  62 

Per 

unit 

O CO  00  00  00 
55  ♦ • • • » 
JU  CO  W ^ ^ rH 

0 

1 

1 

1 

1 

1 

t 

• 

1 

1 

1 40  93  ^ 93 
1 CO  00  00  00 

1 ^ ^ ^ 
1 
1 
1 

1 

1 

■ 

1 

1 

1 

1 

1 

CS  49  1 1 1 CO  »9  93  ^ CS  CO  49  93  ^ 

OCO  1 1 1 O CO  X 00  QO  O CO  (JO  CO 

CO  CS  t 1 1 CO  CS  ^ w CO  CS  ^ »-H 

• 1 1 

1 1 1 

1 1 1 

1 

1 

1 

1 

1 

1 

1 

1 

Distributor  B— 
delivery  cost 

Per 

quart 

1 

•9  ^ ^ 1 

'g  cor-  93  1 

5di-Jcs'<*  1 

^ \ 
% 

66*1 

1 1 

1 h..  CO  4 

tCDt^93  1 

1 CS  ^ 1 
1 1 
1 1 
1 1 

3. 43 

1 1 1 1 1 1 

iwi^40'^  1 1 1 1 1 

UOCOt^O  |40C0C«93  i 1 I 1 1 

. ...  1 ....  1 I 1 1 1 

1-C  CS  ^ 1 ^ CS  ^ 1 1 1 1 1 

1 1 1 1 1 1 

1 1 1 1 1 I 

1 1 1 1 1 1 

00*1 

Per 

unit 

t 

«S  CO  ^ 1 

•gOCOCOCS  I 

JO  cs  ^ f-5  ^ 1 

^ \ 
\ 

1 

1 

1 

1 

1 

1 

1 

1 

1.67 
1. 37 
1.  24 

1 

1 

1 

1 

1 

1 

1 

1 

1 1 I 1 1 1 

cob»r»-^  iicr-x-^  i i i i i 
OCOCOCS  

Cl  ^ ^ ^ 1 d 1^  ^ 1 1 1 1 1 

1 1 1 1 1 1 

1 1 1 1 1 1 

• I 1 1 1 1 

1 

1 

1 

1 

1 

1 

1 

1 

Distributor  A — 
delivery  cost 

Per 

quart 

1 

a»  93  CO  CO  O 1 
•g  lO  00  CO  -H  1 

V d c4  ^ 1 

^ I 

1 

1.86 

1. 86 
2.  53 

2.29 

1 1 1 
93  CO  I04093CO  i04993r»  tO 
»9X  II-HC040X  M-IC0  4.0X  Ifl 

f-H  1 C*  ^ 1 ^ rH  1 

1 1 1 
1 1 1 
1 1 1 

X 

Per 

unit 

to  lO  CO  CO  CO  1 

•g  CO  00  O j 

JU  Oi  1— 1 t 

O \ 

1 

1 

1 

t 

1 

1 

1 

1 

1 

• 1 1 
1 CO  CO  > 1 

1 00  CS  1 1 

1 ^ 1 1 I 

1 1 • 
1 1 1 
1 1 1 

1 

1 

1 

i 

1 

1 

1 

t 

1 1 t 

49  CO  1 CO  CO  »9  CO  iC0040r^  ICO 

cox  I093XX  lOOCOX  lO 

Cl  rH  1 rH  Cl  rH  1 rH  d rH  1 rH 

1 1 1 

1 1 1 

1 1 1 

1 

1 

1 

1 

1 

1 

1 

1 

® © 
‘5  ^ 

Gallon 

Quart 

Pint 

M pint 

H quart... 

Gallon 

Quart 

Pint 

pint 

U Quart 

Gallon 

Quart 

Pint 

H pint 

H pint 

Gallon 

Quart 

Pint 

pint 

pint 

Gallon 

Quart 

Pint 

H pint 

Milk: 

Ordinary  pasteurized- - 

Do - 

Do 

Do 

Do 

Average  per  quart*oqui valent 

Special 

Do 

Do 

Do 

Do— 

Average  per  quart-equivalent. 

Cream: 

15-20  percent 

Do 

Do 

Do 

Do 

22-30  percent 

Do 

Do 

Do 

Do 

32-40  percent 

Do 

Do 

Do 

Average  per  quart  equivalent 
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The  foregoing  table  shows  that  the  cost  of  delivering  milk  and 
cream  in  quart  bottles  on  wholesale  delivt^ry  routes  ranged  frona  1.24 
to  2.35  cents  per  quart.  The  cost  of  delivering  these  commodities  in 
pint  bottles  ranged  from  0.85  to  1.89  cents  per  pint;  and  the  cost  of 
delivering  them  in  half-pint  bottles  ranged  from  0.77  to  1.84  cents 
per  half  pint. 

Expressing  the  milk  and  cream  that  was  delivered  in  the  various 
sizes  of  package  or  sales  unit  in  terms  of  quart  eqmvalents,  the 
weighted  average  cost  of  delivering  ordinary  pasteurized  milk  on 
wholesale  routes  ranged  from  1.17  to  2.52  cents  per  quart.  The 
weighted  average  cost  of  delivering  sweet  cream  on  wholesale  routes 
ranged  from  0.69  to  5.62  cents  per  quart  equivalent.  Expressed  in 
costs  per  half  pint  of  cream,  the  weighted  average  cost  ranged  from 
0.17  to  1.41  cents  per  half  pint.  The  principal  cause  of  the  largest 
average  unit  cost  was  the  overwhelming  preponderance  of  the  cream 
that  was  delivered  in  half-pint  bottles. 

It  will  be  recalled  that  distributor  A showed  the  lowest  average 
unit  cost  for  delivery  of  milk  and  cream  on  retail  routes.  The  lowest 
average  costs  of  delivering  milk  and  cream  on  wholesale  routes  were 
not  achieved  by  distributor  A;  Distributors  D and  E both  had  lower 
unit  costs  on  wholesale  routes.  The  important  explanation  of  this 
has  already  been  cited  in  the  discussion  of  retail  delivery  unit  costs. 
A large  portion  of  deliveries  of  milk  and  cream  at  wholesale  by  dis- 
tributor A is  actually  made  on  retail  routes ; so  that  not  only  are  the 
quantities  so  delivered  counted  among  the  deliveries  on  retail  routes 
but  the  delivery  expenses  pertaining  to  these  wholesale  deliveries 
are  included  and  submerged  in  the  so-called  retail  delivery  expenses. 
This  has  the  important  effect  of  leaving  a much  reduced  volume  of 
deliveries  counted  as  wholesale  deliveries  oyer  which  to  apportion 
the  overhead  expenses  of  the  wholesale  delivery  department.  No 
criticism  of  tliis  distributor  is  intended  in  these  comments.  How- 
ever, the  effect  of  this  distributor’s  system  of  deliveries  and  the 
necessary  concomitant  method  of  accounting  therefor,  is  to  under- 
state somewhat  the  average  unit  expense  of  true  retail  deliveries  and 
to  overstate  somewhat  the  average  unit  expense  of  wholesale  deliveries 

By  direction  of  the  Commission. 

Charles  H.  March, 

Chairman. 

June  4,  1936. 
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Appendix  A.  Description  of  Plan  for  Paying  Producer  Members  of 

Consolidated  Dairies,  Inc. 

Assume  that  one  of  our  members  lives  196  miles  from  Boston.  This  is  in  the 
20th  zone,  191-200  miles,  according  to  the  new  milk  rate  schedules.  Under 
the  old  plan  it  would  have  been  the  10th  zone.  It  is  the  average  distance  from 
which  milk  is  sent  to  Boston. 

This  member  has  a rating  of  200  pounds  daily  and  he  delivered  at  the  country 
receiving  station  of  his  dealer  an  average  of  250  pounds  daily  in  November. 
We  will  assume,  for  ease  in  figuring,  that  his  milk  averaged  a 3.7-percent  test  for 
the  month.  His  milk  check  would  be  figured  by  the  dealer  in  accordance  with 
directions  received  from  the  oflSce  of  the  milk  director,  Frederic  S.  Snyder.  The 
process  would  be  as  follows: 

November  Price,  20th  Zone 

Boston  delivered  price 

Freight,  station  charge,  and  can  service 


At  country  station $2.  3122 

Charge,  Director’s  office . 01 


Class  1 price $2.  3022 

Adjustment  to  sales  (93.2%  $2.0322) $2.  1456 

Class  2 price: 

Average  butter 24.  52 

Add  20% 4.  90 


Butterfat  fine 29.  4 

Per  cwt.  3.7  milk:  29.4  by  3.7 $1.  0878 

Class  2 within  ratings:  6.8%  of  $1.0878 o!  074 


For  milk  within  ratings $2.  2196 

Service  charges . 10 


Net  price $2.  ngg 


The  Boston  delivered  price  for  Class  I milk  is  6^  cents  a quart  or  $3.0225  per 
hundred.  From  tnis  price  must  be  deducted  the  cost  of  getting  the  milk  from  the 
time  it  is  delivered  at  the  country  receiving  station  until  it  arrives  in  the  city. 
\ There  are  three  deductions — freight,  station  charge  and  can  service. 


Delivered  price $3.  0225 

Freight 0.  4478 

Station  charge . 2325 

Can  service .03 

^ 

Total  cost . 7103 


At  receiving  station  door $2.  3122 


From  this  price  we  must  take  the  exj>ense  of  conducting  the  director’s  office, 
including  the  cost  of  auditing  dealers’  books.  This  producers’  share  of  the  cost 
is  one  cent  a hundred.  Taking  this  out  the  20th  zone  price  for  Class  I milk 
stands  at  $2.3022. 

181 


$3.  0225 
. 7103 


182  DISTRIBUTION  AND  SALE  OF  MILK  AND  MILK  PRODUCTS 


This  would  be  the  price  of  rated  milk  provided  that  sales  equaled  ratings. 
Records  in  the  director’s  office  show  that  total  sales  were  only  93.2  percent  of 
total  ratings.  * * * So  only  93.2  percent  of  the  $2.3022  could  be  paid  for 

milk  within  ratings  or  $2.1456. 

The  Class  2 price  was  figured  in  accordance  with  the  following  formula,  stated 
in  the  Federal  Control  Marketing  Agreement:  “Average  of  the  daily  quotations 
issued  by  the  U.  S.  D.  of  A.  Bureau  of  Agricultural  Economics  for  92  score  fresh 
butter  at  Boston  plus  20  percent.” 


CenU 

Average  butter  quotation 24.  52 

Add  20  percent 4.  9 

Per  lb.  butterfat 29.  4 


Class  2 price  (29.4  cents  times  3.7)  equals  $1.0878. 

Our  member  had  6.8  percent  of  his  rated  mi'k  still  left  to  be  paid  for  at  the 
Class  2 price.  This  gave  him  an  additional  7.40  cents  a hundred  (6.8  percent 
times  $1.0885).  Adding  this  to  the  $2.1456  gave  a price  of  $2.2198  for  all  milk 
delivered  within  ratings. 

From  this  price  total  deductions  of  10  cents  a hundred  were  taken  as  follows: 

Cents 


Creamery  purchase  assessment . 06 

Consolidated  Dairies  operating  expense . 01 

N.  E.  M.  P.  A.  dues . 02 

N.  E.  M.  P.  A.  benefit  fund . 01 

Total . 10 


This  gives  a final  price  of  $2.1198,  or  practically  $2.12  a hundred  for  all  rated 
milk. 

For  any  milk  shipped  in  excess  of  ratings  producers  receive  the  Class  2 price, 
98.8  cents  ($1.0885,  less  the  10-percent  deduction)  but  with  no  deductions  for 
station  charge,  freight  or  can  service. 

Our  member  living  in  the  20th  zone  received  for  3.7  milk  delivered  in 
November  $132.57.  His  average  daily  deliveries  of  milk  were  250  pounds. 
This  is  7,000  pounds  for  the  28  days  in  which  the  Federal  Marketing  Agreement 
was  in  effect  (Nov.  3 to  30).  Of  this  amount  5,600  was  milk  within  ratings  and 
1,400  was  milk  in  excess  of  ratings.  His  return  would  be: 


5,600  at  $2.12 $118.72 

1,400  at  98.9 13.  85 


$132.  57 

This  is  a price  of  $1.89  for  all  milk  delivered.  This  is  a little  more  than  some 
other  producers  may  have  received  for  all  their  milk  but  it  should  be  remembered 
that  he  was  delivering  only  25  percent  in  excess  of  his  ratings,  whereas  the  pro- 
ducers as  a whole  were  delivering  about  35  percent  excess.  He  had  adjusted 
his  production  and  it  brought  him  a better  composite  price. 

The  final  price  which  he  received  for  Class  I milk  within  ratings  was  exactly 
the  same  as  it  would  have  been  if  he  had  been  paid  for  186.4  pounds  daily  (93.2 
percent  of  200-pound  rating).  He  would  have  received  exactly  the  same  amount 
if  his  rating  had  been  reduced  to  186.4  pounds  to  equal  the  sales. 

The  important  thing  to  remember  is  that  he  was  paid  for  his  full  share  of  the 
sales  in  the  market,  just  as  were  all  other  producers.  For  that  share  he  got  the 
same  price  as  other  producers.  This  is  the  equalization  of  sales  which  we  now 
have,  for  the  first  time,  covering  all  the  market  under  the  Boston  marketing 
agreement.  Without  regard  to  the  fact  that  the  price  for  Class  I and  for  Class 
II  was  higher  than  it  would  have  been,  there  is  a very  great  gain  in  the  protec- 
tion of  the  producers'  price  through  this  equalization. 
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N Uniform  prices  for  S.7  milk,  by  zones,  Feb.  9-15,  1936 


Prices  per  hundred- 
weight for  producers 
with  bases 


For  milk  delivered  to  plants  located  within  40  miles  of  the  Statehouse  in  Boston: 

1.  From  farms  located  within  40  miles  of  the  Statehouse  in  Boston 

2.  From  farms  located  more  than  40  miles  from  the  Statehouse  in  Boston 

For  milk  delivered  to  plants  located  more  than  40  miles  from  the  Statehouse  in 

Boston,  as  follows: 

Zone:  Miles 


Blended 

Class  II 

price  for 

price  for 

milk  not 

milk  in 

in  excess 

excess  of 

of  base 

base 

$3.30 

$1,666 

2.859 

1«666 

5 

6 

7. 

8. 
9 

10 

11. 

12 

13. 

14. 

15. 

16. 

17. 

18. 

19. 

20. 
21. 
22, 

23. 

24. 

25. 

26. 

27. 

28. 

29. 

30. 


41-  50 

2.414 

51-  60 

2.402 

61-  70 

2.396 

71-  80 

2.384 

81-  90 

2. 378 

91-100 

2.  367 

101-110 

2. 361 

111-120 

2. 355 

121-130 

2. 343 

131-140 

2. 331 

141-150 

2. 331 

151-160 

2.314 

161-170 

2. 314 

171-180 

2.308 

181-190 

2.296 

191-200 

2.284 

201-210 

2.284 

211-220 

2.273 

221-230 

2. 267 

231-240 

2. 261 

241-250 

2.261 

251-260 

2.249 

261-270 

2.243 

271-280 

2.237 

281-290 

2. 237 

291-300 

2.226 

1.606 

1.606 

1.606 

L606 

1.606 

1.606 

1.606 

1.606 

1.606 

1.606 

1.606 

1.606 

1.606 

1.606 

1.606 

1.606 

1.606 

1.606 

1.606 

1.606 

1.606 

1.606 

1.606 

1.606 

1.606 

1.606 


Producers  without  bases  are  to  be  paid  the  Class  II  price  for  all  milk. 

From  the  above  prices,  the  following  deductions  are  to  be  made: 

Members  of  qualified  associations  (Art.  IX,  Sec.  2)  (such  deductions  as  are 
-authorized  by  members).  Nonmembers  (Art.  IX,  Sec.  1)  5 cents  per  hundred- 
weight of  all  milk.  U.  S.  D.  of  A.  weighted  average  price  f.  o.  b.  Boston  of  40 
percent  cream  of  bottling  quality  for  February  9-15,  1936,  $16,015. 

B.  F.  differential  for  each  of  1%  variation  from  3.7  test,  $0,041. 

MARKET  ADMINISTRATOR GREATER  BOSTON,  MASS.,  MARKETING  AREA 

Extracts  from  the  computations  which  resulted  in  the  uniform  prices  announced  for 
the  February  9-15,  1936,  period  (Art.  VII,  Sec.  2,  Par.  7) 


Art.  VII,  Sec.  2; 

Par.  1.  Total  of  the  respective  values  of  milk $331,  111.  59 

2.  Total  net  amount  of  the  differentials  applicable  pursu- 
ant to  Sec.  4 of  Art.  VIII 43,  533.  28 


Total 374,644.87 

3.  Total  amount  to  be  paid  to  producers  pursuant  to  pars. 

2,  3,  and  4 of  Sec.  1 of  Art.  VIII 46,  658.  96 


Total 327,  985.  91 


72440—36 
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Extracts  from  the  computations  which  resulted  in  the  uniform  prices  announced  for 
the  February  9-15,  1936,  period  (Art.  VII,  Sec.  2,  Par.  7)— Continued 

Art.  VII,  Sec.  2 — Continued. 

' « .<«  » ^ ^ 9 % ^ .... 


Par.  4.  Total  base  milk  delivered,  except  that  delivered  from 
farms  located  within,  to  plants  located  within,  40 
miles  of  the  statehouse  in  Boston  (pounds) $12,  197,  233 


Blended  price  per  hundredweight--. $2.  689 

5.  Deduction  for  the  purpose  of  retaining  a cash  balance.  , 040 


Basic  blended  price  from  which  zone  prices  are  cal- 
culated  $2.  649 

Art.  VIII,  Sec.  4:  ^ 

Par,  2.  Differential  to  be  added  to  determine  the  blended  price 
to  be  paid  to  a producer  for  milk  not  in  excess  of  his 
base  which  is  delivered  from  a farm  located  more 
than  40  miles,  to  a handler’s  plant  located  within  40 

miles,  of  the  statehouse  in  Boston .210  ^ 


$2.  859 


Basic  blended  price,  as  above $2.  649 

Art.  VIII,  Sec.  4:  ' 

Par.  1.  Carlot  freight  rate  per  cwt.  (considering  85  pounds  of 

milk  per  can)  for  zone  5 • 2353 


Blended  price  to  be  paid  to  a producer  for  milk  not  in 

excess  of  his  base  which  is  delivered  to  a handler’s  i 

plant  located  between  41  and  50  miles  from  Boston.  . $2.  414 


(The  blended  prices  to  be  paid  to  producers  for  milk  not  in  excess  of  their 
respective  bases  w'hich  is  delivered  at  handler’s  plants  located  more  than  50  miles 
from  Boston  are  determined  in  the  above  manner  by  deducting  from  the  basic 
blended  price  ($2,649)  the  C.  L.  freight  rate  per  cwi;.  to  Boston  from  the  zone  in  v 
which  the  handler’s  plant  is  located.) 


I 

Pounds  of  milk 

Total 

Percent 

f 

Daily  aver- 
age 

1 

TAtol  riv»eintQ  rAivirtAfi  

14, 717,767 
12. 559. 119 
8,176.005 
65. 10 

100.00 
85. 33 
56.55 

2,102,538  1 

1,794,160  ' 

1,168,001 

1 

Milk  reported  not  in  excess  of  base.. — 

Net  Class  I sales  reported 

1 

Source:  Office  of  the  Market  Administrator,  room  701,  80  Federal  St.,  Boston,  Mass.,  Mar.  4, 1936. 


Appendix  C.  Agreement  Between  the  Cincinnati  Sales  Association  and 

Milk  Distributors 

THIS  AGREEMENT  made  and  entered  into  as  of  the  1st  day  of  July  1935, 
between  the  Cincinnati  Sales  Association,  hereinafter  called  the  Association, 
acting  by  and  through  its  Pooling  Committee,  and  the  undersigned  corporations, 
firms,  and  individuals,  all  of  whom  are  milk  distributors  within  the  Cincinnati 
milk -marketing  area,  hereinafter  called  distributors,  WITNESSETH: 

In  consideration  of  the  mutual  agreements  herein  contained  and  in  further 
consideration  of  the  benefits  to  be  derived  by  the  Distributors,  signatory  to  this 
agreement,  and  the  producer  associations  and  milk  producers  whose  milk  is  being 
handled  by  the  Cincinnati  Sales  Association,  the  parties  hereto  agree  as  follows: 

1.  The  Cincinnati  market  sales  area  shall  be  defined  as  follows:  All  cities, 
towns,  and  suburban  areas  in  Hamilton  and  Butler  Counties,  except  Middletown 
and  Oxford,  and  the  town  of  Milford  in  Clermont  County. 

2.  Distributors  agree  to  purchase  through  the  Association  and  the  Association 
agrees  to  sell  to  the  Distributors  all  of  the  milk  required  by  said  Distributors  for 
Class  1,  Class  1-a,  and  Class  2 uses,  and  in  addition  thereto  such  quantity  of 
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Class  3 milk  up  to  20%  of  the  total  quantity  of  milk  used  by  such  Distributors 
in  Class  1,  Class  1-a,  and  Class  2 uses  as  the  Distributor  shall  require.  When 
necessary  to  meet  the  requirements  of  the  individual  Distributor  for  Class  3 milk 
as  provided  herein,  milk  shall  be  obtained  either  by  transfer  from  some  other  Dis- 
tributor when  such  transfer  is  agreeable  to  such  other  Distributor,  or  in  such  other 
way  as  the  Association  shall  determine. 

Class  1 milk  shall  be  that  sold  for  bottled  and  bulk  milk  both  plain  and  flavored 
for  fluid  consumption,  standardized  on  a basis  of  4.0%  butterfat. 

Class  1-a  milk  shall  be  that  sold  to  recognized  relief  agencies  approved  by  the 
Pooling  Committee  of  the  Cincinnati  Sales  Association  or  on  orders  signed  by  rep- 
resentatives of  the  recognized  relief  agencies  so  approved  for  bottled  and  bulk 
milk  both  plain  and  flavored  for  fluid  consumption,  standardized  on  a basis  of 
4.0%  butterfat. 

Class  2 milk  shall  be  that  sold  for  bottled  and  bulk  cream,  bottled  and  bulk 
buttermilk,  and  cottage  cheese  for  fluid  consumption,  standardized  on  a basis 
of  4.0%  butterfat. 

Class  3 milk  shall  be  the  remainder  of  the  milk  not  sold  as  Class  I,  Class  1-a, 
or  Class  2 wdthin  the  basic  quantity  and  the  quantity  received  in  excess  of  base. 

The  price  to  be  paid  by  the  Distributors  to  the  Association  for  base  milk  per 
cw't.  of  4.0%  butterfat  shall  be  determined  by  totaling  the  values  of  the  quan- 
tities sold  as  Class  1,  Class  1— a,  and  Class  2,  and  the  quantity  within  the  base 
of  Class  3,  at  the  following  prices  f.  o.  b.  Distributors’  platform:  Class  1 milk, 
$2.40;  Class  1-a  milk,  $1.80;  Class  2 milk,  $1.65;  Class  3 milk  to  be  determined 
currently  by  the  Pooling  Committee  of  the  Association. 

The  Pooling  Committee  may  request  bids  from  manufacturers  within  the  area 
or  if  able  to  dispose  of  Class  3 milk  to  better  advantage,  by  shipping  to  other 
markets  or  selling  to  ice  cream  or  butter  manufacturers,  it  may  do  so.  The 
price  of  Class  3 milk  shall  be  not  less  than  4.0  times  the  average  price  of  92  score 
Chicago  butter  for  the  month. 

The  price  for  Class  1,  Class  1-a,  and  Class  2 is  subject  to  a butterfat  differential 
of  three  (3)  cents  for  each  of  1%  butterfat  above  or  below  4%  whenever  the 
price  for  Chicago  92  score  butter  is  below  thirty  (30)  cents  per  pound.  W^hen- 
ever  Chicago  92  score  butter  is  thirty  (30)  cents  or  over,  the  differential  shall  be 
four  (4)  cents  for  each  of  1%. 

Each  distributor  shall  report  to  the  Pooling  Committee  by  the  10th  of  each 
month  the  previous  month’s  purchases  and  sales  of  milk  on  forms  to  ^ provided 
by  the  Pooling  Committee.  In  arriving  at  the  price  for  base  milk,  the  total  of 
all  the  sales  of  all  the  Distributors  shall  be  used  in  determining  percentages  of 
Class  1,  Class  1-a,  Class  2,  and  Class  3 milk. 

There  shall  be  an  allow^able  margin  for  plant  loss  of  2)4%  of  the  total  quantity 
of  butterfat  received  by  each  Distributor,  which  percentage  shall  be  paid  for  as 
Class  3.  All  other  unaccountable  milk  (or  butterfat)  shall  be  classified  as  Class 
2,  unless  proof  is  presented  that  the  milk  (or  butterfat)  has  been  used  in  a higher 
classification,  in  which  case  it  shall  be  paid  for  on  the  basis  of  the  class  in  which 
actually  used.  Four  (4)  or  more  samples  of  milk  or  cream  taken  at  weekly 
intervals  shall  constitute  sufficient  proof  of  such  usage. 

Purchase  and  use  reports  shall  be  sent  to  the  Pooling  Committee  by  all  Dis- 
tributors by  the  10th  of  each  month,  and  shall  be  summarized  by  the  Pooling 
Committee  determining  the  percent  of  use  in  each  class  for  each  Distributor. 
The  percentages  and  prices  of  different  classes  for  the  market  shall  then  be 
totaled  by  the  Pooling  Committee  and  the  average  price  for  base  milk  and  excess 
milk  for  the  market  shall  then  be  determined. 

The  Pooling  Committee  shall  also  determine  the  average  price  to  be  paid  by 
each  Distributor  on  the  basis  of  the  class  sales  of  such  Distributors.  This  deter- 
mination shall  be  made  by  the  Pooling  Committee  not  later  than  the  15th  day 
of  the  month.  All  Distributors  shall  be  notified  immediately  of  their  average 
price  as  determined  by  the  Pooling  Committee  and  the  average  price  for  the 
market. 

The  Distributors  shall  severally  maintain  systems  of  accounting  which  shall 
accurately  reflect  the  true  classification  of  their  sales  of  milk  products.  Auditors 
of  the  Pooling  Committee  shall  have  the  right  during  usual  business  hours,  to 
enter  all  plants  and  have  access  to  the  books  and  records  of  the  Distributors 
pertaining  to  the  matters  upon  which  reports  of  said  Distributors  were  made,  to 
verify  the  accuracy  of  said  reports. 

The  Distributors  shall  advance  to  the  producers  from  whom  they  receive  their 
milk,  one  ($1.00)  dollar  per  100  pounds  of  milk  shipped  during  the  month.  The 
advance  may  be  made  weekly  or  bi-weekly  as  the  Distributor  shall  determine. 
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Each  Distributor  shall  remit  to  the  Pooling  Committee  within  5 days  of  notifi- 
cation from  the  Pooling  Committee  the  net  balance  between  the  advance  of  one 
($1.00)  dollar  and  his  average  price.  The  prices  set  forth  herein  may  be  changed 
from  time  to  time  by  agreement  between  the  Association  and  the  Distributors 
handling  more  than  two-thirds  of  the  milk  handled  by  the  Distributors  signatory 
to  this  agreement  and  the  prices  so  agreed  upon  shall  then  become  part  of  this 
agreement  and  constitute  a modification  of  the  prices  set  forth  herein.  The 
Association  shall  arrange  for  the  proper  sampling,  weighing  and  testing. 

3.  The  Distributors  shall  pay  to  the  Pooling  Committee  of  the  Association 
one  (l^)  cent  per  100  pounds  of  all  milk  purchased  by  them  during  the  preceding 
month,  for  the  purpose  of  defraying  the  expenses  of  the  Association  and  the 
Committee.  In  addition  to  this  payment,  the  Distributors  shall  pay  one  (1^) 
cent  per  100  pounds  of  all  Base  Milk  purchased  by  them  during  the  preceding 
month,  to  the  Cincinnati  Dairy  Council. 

4.  Distributors  agree  to  observe  and  abide  by  the  schedule  of  minimum  prices 
for  the  retail  and  wholesale  selling  of  milk  as  are  set  forth  in  Schedule  A,  attached 
hereto  and  made  a part  hereof. 

5.  The  Distributors  agree  to  observe  and  abide  by  the  quantity  discounts  from 
wholesale  prices  as  are  set  forth  in  Schedule  B,  attached  hereto  and  made  a part 
liereof. 

6.  The  Distributors  agree  to  abide  by  and  observe  the  rules  of  fair  practice 
set  forth  in  Schedule  C,  attached  hereto  and  made  a part  hereof. 

7.  The  Distributors  shall  select  a committee  to  be  called  the  Distributors’ 
•Committee  consisting  of  not  more  than  seven  members.  The  manner  of  select- 
ing the  members  of  the  Distributors’  Committee  shall  be  determined  by  the  Dis- 
tributors but  there  shall  be  at  least  one  representative  from  each  of  the  following 
Distributors  and  associations  on  said  committee: 

Hamilton,  Ohio,  Milk  Dealers. 

French  Bros.  Bauer  Co. 

Matthews-Frechtling  Co. 

The  Kroger  Co. 

The  Cincinnati  Milk  Exchange. 

The  Independent  Milk  Dealers  Association. 

The  Distributors’  Committee  shall  have  the  authority  to  represent  the  Distrib- 
utors in  all  dealings  wdth  the  Association  or  the  Pooling  Committee  and  in  such 
other  matters  as  may  be  determined  from  time  to  time  by  the  Distributors. 

The  Chief  Auditor  selected  by  the  Association  for  the  purpose  of  calculating 
the  pool  shall  be  approved  by  the  Distributors'  Committee,  and  aU  books  and 
records  concerning  the  pool  calculations  shall  be  open  at  all  times  for  inspection 
by  a certified  public  accountant  to  be  selected  by  the  Distributors’  Committee. 
All  information  obtained  by  the  Auditor  of  the  Association,  his  assistants,  or  by 
any  accountant  selected  by  the  Distributors’  Committee  shall  be  held  confidential 
and  shall  not  be  disclosed  by  such  persons. 

8.  The  aggregated  total  of  all  delivered  base  milk  of  all  producers  shipping  to 
the  pool  shall  be  maintained  as  near  as  possible  at  115%  of  the  total  quantity 
of  milk  sold  in  the  market  for  Class  1,  Class  1-a,  and  Class  2 uses.  The  Pooling 
Committee  shall  revise  the  producers  bases  every  3 months  so  as  to  maintain  this 
percentage. 

9.  This  agreement  shall  become  effective  upon  being  signed  by  the  Association 
and  by  Distributors  handling  not  less  than  90%  of  the  fluid  milk  in  the  market, 
as  of  the  1st  day  of  July,  1935,  and  may  be  terminated  by  any  of  the  parties 
hereto  upon  giving  sixty  (60)  days’  notice  in  writing  to  all  other  parties  signatory 
hereto,  said  notice  to  be  mailed  to  the  principal  place  of  business  or  the  office  of 
said  parties,  but  the  termination  of  this  agreement  by  one  or  more  Distributors 
shall  not  affect  or  cancel  the  agreement  or  obligation  of  the  remaining  parties  to 
the  contract.  This  agreement  is  issued  in  a number  of  identical  copies  and  the 
signature  of  any  party  to  any  one  copy  shall  constitute  signature  to  the  general 
agreement. 

In  Witness  Whereof,  The  Cincinnati  Sales  Association,  acting  by  and 
through  its  Pooling  Committee,  and  the  undersigned  Distributors,  acting  by 
and  through  their  proper  officers  duly  authorized  hereunto,  have  signed  this 
agreement  on  the  day  and  year  set  opposite  the  signature  of  each  party. 

The  Cincinnati  Sales  Association. 

By 

Date  of  signature: 


I 
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Schedule  A. — Schedule  of  minimum  selling  priceSy  effective  on  and  after  the  1st  day 

of  July  1985 


RETAIL  PRICES  AND  GROCERY  CHARGE  AND/OR  DELIVERY  SALES  PRICES 


Percent  B.  F. 

Qts. 

Pts. 

^Pts. 

Milk  Stand'irdized 

3.5  to  4.0 _ 

$0. 12 
.14 
.12 
.13 
.14 
.18 
.18 

$0.08 

.09 

.08 

.09 

.09 

.10 

.10 

.10 

.18 

Special  Milk  Standardized 

4.5  to  4.7 

Milk,  Whole 

4.0  or  less 

Milk,  Whole 

Ovpr  4 0.  f.hftn  4 9 

Milk,  Whole 

Over  4.2 

Certified  Milk 

Inspected  Milk 

Liictic  Milk 

3.7.  . 

Acidophilus  Milk 

Skim  Milk 

.07 
.09 
.13 
.56 
.92 
. 14  jar 
.12 

Buttermilk,  Plain 

.5 

Buttermilk,  Creamed 

3 to  3.2 

Cream,  Single  (sweet  or  sour) 

18  to  20... 

.28 

.46 

$0. 14 
.23 

Crearr,  Double 

30  to  32 

Cottage  Cheese.  Creamed 

4 to  4.5 

Chocolate  Drink 

1.5 

1 

Note.— Above  minimum  prices  apply  to  Vitamin  D Milk  in  above  Butterfat  standards. 


GROCERY  CASH-AND-CARRY  RESALE  PRICES 


Percent  B.  F. 

Qts. 

Pts. 

Pts. 

Milk,  Standardized 

3.5  to  4.0  — . 

$0.11 

.13 

.11 

.12 

.13 

$0. 07 
.08 
.07 
.08 
.08 

Special  Milk  Standardized 

4.5  to  4.7 1 

Milk,  Whole 

4.0  or  lft!vS . 

Milk,  Wr'hole 

Over  4.0,  le.<w  than  4.2 

Milk,  W^hole.. 

Over  4.2  . 

Cream.  Single  (sweet  or  sour) 

18  to  20.... 

$0. 13 
.2? 

Cream,  Double 

30  to  32 

Buttermilk,  Plain 

.5 

.08 
.12 
. 13  jar 

Buttermilk,  Creamed 

3.0  to  3.2 

Cottaga  cheese,  Creamed 

4.0  to  4.5 

WHOLESALE  PRICES 


Percent  B.  F.  , 

2 Gals,  or  more 

Qts. 

Pts. 

Pts. 

Milk  Standardized 

3.5  to  4.0 

$0.33 

$0. 10 
.12 
.10 
.11 
.12 
.35 
.50 
.07 
.11 

$0.06 

.07 

.06 

.07 

.07 

.20 

.35 

.04 

.06 

8 

Special  Milk  Standardized 

4.5  to  4.7 

Milk,  Whole 

4 0 ni  lp!,ss 

.33 

Milk,  Whole 

Over  4.0,  less  than  4.2. 
Ovft!  4 2 

Milk.  Whole 

Cream,  Single  (sweet  or  sour)... 
Cream,  Double 

18  to  20 

1.20 

1.90 

.15 

.22 

! . 12 

30  to  32 

Buttermilk,  Plain 

.5- 

Buttermilk,  Creamed 

3 to  3.2 

Skim  Milk 

Chocolate  Drink 

i.5 

-03>4 

Cottage  Cheese,  Creamed 

, 4.0  to  4 5 

.12  jar 

Cottage  Cheese,  Creamed 

4.0  to  4.5 

.10  '5  or  10  lb. 
container,  10^ 
per  lb. 

Cottage  Cheese,  Dry  Curd 

8^  per  lb. 

SCHEDULE  B 

The  following  quantity  discounts  off  wholesale  prices  shall  be  allowed  to  hotels, 
restaurants,  hospitals,  schools,  and  other  institutions  where  milk  purchases 
represent  one  account  as  follows: 


Purchases:  Discount 

(o)  Where  milk  purchases  aggregate  at  least  $400  and  not  more  than 

$700  in  a month  2% 

(6)  Where  milk  purchases  aggregate  more  than  $700  and  not  more  than 

$1,000  in  a month- 3% 

(c)  Where  milk  purchases  aggregate  more  than  $1,000  in  a month 4% 


Quantity  discount  to  retail  stores  under  one  ownership  which  buy  milk  to 
amounts  aggregating  $1,000  or  more  in  any  month,  2%  off  w'holesale  prices. 
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SCHEDULE  C.  RULES  OF  FAIR  PRACTICES 

The  following  practices  are  considered  unfair  and  shall  not  be  engaged  in  by 
the  milk  distributors  or  by  their  officers,  employees,  or  agents: 

It  shall  be  considered  unfair  practice: 

1.  To  sell  or  offer  for  sale  milk  or  milk  products  of  any  other  grade  other  than 
those  listed  in  Schedule  A,  until  said  grade  and  the  price  at  which  it  is  to  be 
sold  has  been  approved  by  the  Distributors'  Committee. 

2.  To  give  rebates  or  discounts  from  list  prices  to  any  buyer  or  class  of  buyers, 
except  as  provided  in  Schedule  B,  or  as  may  be  provided  for  by  special  arrange- 
ment with  the  Distributors’  Committee. 

3.  To  give  samples  of  any  products. 

4.  To  sell  products  which  misrepresent  the  trade  article. 

5.  To  exchange  goods,  except  on  Mondays  or  on  a day  immediately  following  a 
holiday, 

6.  To  lend  money  or  in  any  manner  extend  financial  assistance  to  a customer 
or  prospective  customer,  wholesale  or  retail. 

7.  To  give,  lend,  sell,  or  furnish  ice  boxes,  ice,  exterior  signs  or  any  like  thing, 
except  that  ice  may  be  furnished  to  schools  and  factories  to  preserve  dairy 
products  until  lunch  hour. 

8.  To  decorate  or  redecorate  any  place  or  thing  for  a customer  or  prospective 
customer. 

9.  To  give  or  to  pay  any  hotel,  restaurant,  apartment  or  factory  owners, 
managers,  janitors,  receiving  clerks,  maids,  housekeepers,  linen-room  attendants, 
moving  and  real-estate  companies  or  agents  or  any  other  persons,  money,  com- 
pensation, gratuity,  free  milk  or  any  other  milk  products,  free  service  or  dis- 
counts to  secure  business  or  testimonials. 

10.  To  sell  or  offer  for  sale  at  wholesale  or  retail,  any  milk  for  fluid  consump- 
tion at  a price  less  than  that  stated  in  Schedule  A,  whether  by  any  discount, 
rebate,  free  service,  premium,  special  inducements,  novelties,  calendars  or  adver- 
tising allowance,  or  a combined  price  for  such  milk  together  with  another  com- 
modity, whether  sold  or  offered  for  sale  separately  or  otherwise. 

11.  To  employ  an  advertising  agency  or  agencies  for  special  house  to  house 
soliciting  campaigns. 

12.  To  employ  groups  of  temporary  employees  for  soliciting  purposes. 

13.  To  offer  any  inducements  to  churches  or  like  organizations  for  new  cus- 
tomers. 

14.  To  offer  or  give  to  employees  prizes  or  bonuses  for  new  customers. 

15.  To  advertise  in  any  program,  periodical  or  other  publication,  other  than 
newsp^ers  having  a regular  daily,  weekly,  or  monthly  circulation. 

16.  To  place  individual  advertisements  or  advertising  in  telephone  directories, 
hotel  registries,  circulars,  handbills,  cards  or  other  like  things  except  advertising 
pamphlets,  bottle  collars,  breed  association  literature  or  bottle  caps,  or  other 
literature  distributed  by  and/or  for  a milk  distributor. 

17.  To  make  any  donation  of  Dairy  Products  to  any  social,  religious,  chari- 
table, political,  civic  or  other  benefit  organization,  except  where  such  donations 
are  given  collectively  to  any  organization  with  all  other  distributors.  It  is  under- 
stood that  the  Wholesale  Price  shall  apply  on  purchases  of  milk  and  dairy  products 
by  the  types  of  organizations  listed  above. 

18.  To  put  on  a route  without  sufficient  business  to  constitute  a route  (150 
points  to  constitute  a route),  but  this  shall  not  apply  to  the  initial  route  or  routes 
of  a new  milk  dealer. 

19.  To  solicit  business  on  the  basis  of  time  of  delivery. 

20.  To  use  any  bottle,  can,  case,  or  other  container,  the  title  of  which  is  vested 
in  any  other  person. 

21.  To  sell  milk  in  bottles  or  other  containers  except  in  bottles  or  other  con- 
tainers on  which  is  blown  or  otherwise  noted  the  seller's  name  and  which  is 
sealed  with  a cap  or  other  cover  likewise  bearing  said  name.  Retail  stores  which 
purchase  milk  from  a distributor  shall  be  exempt  from  the  application  of  this 
item;  and  milk  sold  to  such  retail  stores  shall  be  in  “store  bottles”  for  which  a 
charge  shall  be  made  for  bottles  for  which  an  empty  “store  bottle”  is  not  given 
in  return  as  follows:  Quarts,  5f^;  Pints,  5^;  Half-Pints,  3<i. 

22.  To  hire  any  employee  who  is  at  the  time  being  in  the  employ  of  another 
milk  dealer,  or  to*  offer  to  employ  any  person  as  a reward  for  soliciting  and  secur- 
ing business. 

23.  To  seU  to  any  broker  or  peddler  not  now  in  business. 
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24.  To  permit  any  employee  to  sell  or  solicit,  or  sell  to  a Broker  wffio  wishes 
to  sell  or  solicit  in  a territory  which  wuthin  the  preceding  6 months  he  has  covered 
in  any  capacity  for  any  other  milk  dealer. 

25.  To  continue  to  deliver  milk  to  any  person  wffio  sells  milk  at  prices  less  than 
the  applicable  or  schedule  of  prices  set  forth  in  Schedule  A. 

26.  To  sell  milk  over  the  counter  at  milk  dealer's  plant  other  than  at  the 
retail  price  to  the  ultimate  consumer. 

27.  To  make  regular  daily  special  deliveries  to  retail  customers. 

28.  To  use  any  special  caps,  vending  machines,  home  service  devices,  or  other 
like  things  not  already  in  general  use  in  the  Cincinnati  Market  Sales  area  unless 
the  approval  of  the  Distributors  Committee  shall  have  first  been  obtained. 

29.  To  serve  refreshments  at  milk  plants  other  than  milk  products. 

30.  To  pay  visitors  either  directly  or  indirectly  to  visit  dealers'  plant. 

31.  To  sell  any  new  products  unless  10  days'  notice  shall  have  been  given  to 
the  Distributors  Committee  of  such  proposed  sale,  and  the  prices,  terms,  condi- 
tions of  such  sale  shall  have  been  approved  by  the  Distributors  Committee. 

32.  To  make  deliveries  to  retail  stops  or  grocers  before  7 a.  m.  or  after  3 p,  m. 
in  Metropolitan  Cincinnati  and  Hamilton  betw^een  the  dates  of  October  1 and 
May  31,  except  on  Christmas  and  New  Years;  or  before  6 a.  m.  and  after  2 p.  m. 
between  the  dates  of  June  1 and  September  30,  except  Labor  Day. 

Any  violation  of  any  of  these  rules  should  be  reported  promptly  to  the  Secretary. 

Appendix  D,  The  Consumers'  Milk  Commission  of  St.  Louis 

August  6,  1930. 

November  1,  1934. 

The  Fact-Finding  Committee  presents  the  following  report: 

origin  of  the  commission 

The  Consumers'  Milk  Commission  came  into  being  on  March  3,  1930,  as  a 
result  of  a meeting  called  by  the  Sanitary  Milk  Producers'  Association,  Inc.,  at 
the  Statler  Hotel  at  w'hich  it  w^as  stated  that  the  dairymen  wffio  produced  the 
supply  of  milk  for  St.  Louis  were  in  a very  serious  condition,  wffiich  seemed  likely 
to  te  reflected  in  the  quality  of  milk  delivered  to  St.  Louis. 

The  Fact-Finding  Committee  appointed  on  April  8 undertook  to  investigate 
and  determine  the  facts  in  the  situation,  wdth  a view  toward  making  any  recom- 
mendations which  might  seem  advisable  in  order  to  maintain  a high  grade  of 
milk  for  consumers  in  St.  Louis. 

AIM  OF  fact-finding  COMMITTEE 

The  Fact-Finding  Committee  did  not  accept  the  hypothesis  set  up  by  the  pro- 
ducers' Organization,  and  then  collect  the  facts  to  prove  it.  They  informed  them- 
selves by  means  of  authoritative  pamphlets  and  books;  they  secured  information 
and  help  from  members  of  the  faculties  of  the  agricultural  colleges  of  Missouri 
and  Illinois;  and  from  the  dairy  economist  of  the  Federal  Farm  Board  w'ho  was 
sent  here  from  Washington;  they  received  valuable  aid  from  farm  advisers  in  all 
the  counties  of  the  territory;  and  they  took  testimony  from  the  producers  and 
distributors  themselves. 

The  committee  made  several  trips  into  Missouri  and  Illinois,  inquiring  into  the 
conditions  of  the  producers  by  conference  in  their  territory.  One  member  of 
the  committee  made  a first-hand  study  of  the  situation  in  three  eastern  markets 
where  dealers  and  producers  cooperate,  and  reports  w ere  made  to  the  commission 
by  persons  familiar  with  similar  plans  in  the  middle  w^est. 

The  distributors  helped  the  Committee  members  to  an  understanding  of  the 
receiving  and  distribution  of  milk  by  arranging  inspection  trips  to  their  stations 
and  plants. 

Although  the  sanitary  quality  of  the  milk  was  the  primary  consideration  in  the 
study,  it  was  recognized  at  the  outset  that  consumers  wffio,  thru  their  depart- 
ment of  health,  regulate  the  sanitary  conditions  under  which  the  farmer  produces 
milk,  must  feel  the  responsibility  for  the  economic  conditions  which  are  necessary 
if  he  is  to  meet  these  requirements. 

situation  in  the  ST.  LOUIS  MARKET 

To  the  view  of  the  Commission  when  it  started  to  work,  the  market  presented, 
on  the  one  hand,  a few  large  firms  distributing  85%  of  the  milk  consumed  in  St. 
Louis,  with  nearly  forty  smaller  dealers  distributing  the  other  15%  and,  on  the 
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other  hand,  approximately  12,000  fanners  supplying  this  milk,  each  with  a few 
cows,  each  disposing  separately  of  his  milk  at  the  price  offered  him.  These  farm- 
ers, usually  working  general  farms  with  dairying  a side  line,  are  scattered  thru 
at  least  twenty  counties  of  Missouri  and  Illinois,  some  of  them  150  miles  from 
the  city.  Time-honored  methods  still  in  use  by  many  of  the  farmers  result  in 
an  oversupply  of  milk  at  certain  periods  of  the  year,  which,  in  turn,  has  a tendency 
to  reduce  the  price  paid  for  the  product.  The  amount  of  time  and  labor  necessary 
to  produce  this  milk  is  enormous,  and  the  laborers  include  the  farmer,  his  wife, 
and  his  children. 

Cleanliness,  according  to  modern  standards  for  milk,  takes  time,  and  also 
demands  improvements  which  many  of  the  farmers  have  not  had  the  money  to 
obtain. 

The  individual  farmer  feels  himself  at  a disadvantage,  not  only  in  the  matter 
of  price,  but  also  in  lack  of  knowledge  of  market  information,  of  credit  ratings  of 
distributors,  and  in  the  matter  of  the  weighing  and  testing  of  his  product,  which 
is  entirely  in  the  hands  of  the  distributors. 

It  can  readily  be  seen  that  the  distance  from  each  other  and  from  the  distribu- 
tion center  are  handicaps  to  intimate  knowledge  of  the  market  situation,  to  the 
spread  of  knowledge  of  new  methods  and  sanitary  requirements,  and  to  coopera- 
tive effort  of  any  kind.  It  is  hardly  to  be  wtaulered  at  that  a feeling  of  dis- 
satisfaction has  pervaded  the  producers,  and  that,  in  spite  of  the  difficulties  in  the 
way  of  cooperation,  efforts  have  been  made  to  unite  to  improve  their  conditions, 
with  the  result  that  the  Sanitary  Milk  Producers’  Association,  Inc.,  includes  as 
members  more  than  half  of  the  milk  producers  in  the  district. 

The  distributors,  on  the  other  hand,  have  appeared  generally  satisfied  with 
conditions  as  they  are,  with  only  an  occasional  doubt  in  regard  to  the  situation. 

Price  paid  to  the  producer  has  been  the  same  throughout  the  market,  set  appar- 
ently by  common  consent  of  the  large  dealers  and  accepted  by  the  smaller.  The 
distributors  enjoyed  dealing  with  the  individual  farmer;  moreover,  their  past 
experience  with  producers  in  groups  had  not  been  satisfactory.  Many  felt  them- 
selves competent  to  educate  their  own  producers  in  new  methods  and  sanitary 
procedure.  They  seemed  to  have  no  qualms  as  to  the  wisdom  of  extending  the 
railkshed  when  it  was  to  their  advantage  to  obtain  milk  from  more  distant 
sources. 

However,  as  in  the  course  of  our  conferences  it  has  become  apparent  that  the 
producers  were  acting  in  a fair  and  sincere  manner,  and  that  definite  advantages 
to  themselves  and  the  market  as  a whole  might  result  from  working  with  the 
producers’  association,  the  distributors  have  become  more  inclined  toward  a 
working  agreement  with  the  association.  Objects  common  to  the  Sanitary  Milk 
Producers  and  to  the  distributors  are  control  of  surplus,  increase  in  consumption, 
and  improvement  of  quality. 

In  addition,  however,  to  these  two  sides  of  the  picture,  the  Milk  Commission 
saw  a third  important  factor  in  the  situation — the  consumers.  The  commission 
felt  not  only  that  the  consumer  was  entitled  to  good  milk  which  should  improve 
constantly  in  quality  where  improvement  is  possible,  and  a fair  price,  but  also 
that  the  consumer  desired  this  under  conditions  which  brought  no  hardship  to 
anyone  concerned.  It  felt  that  the  interest  of  the  public  in  an  article  so  important 
to  the  health  and  well-being  of  the  consumer  is  more  essential  than  in  the  case 
of  other  commodities,  and  that,  therefore,  the  public  should  be  represented  in 
conferences  dealing  with  milk. 

In  another  way  the  consumer  is  vitally  related  to  the  problems  of  the  milk 
market:  upon  his  patronage  depends  the  entire  market.  And  the  amount  of  his 
patronage  has  been  shown  elsewhere  to  be  quite  directly  related  to  his  confidence 
in  the  product.  As  the  per-capita  consumption  of  milk  in  St.  Louis  is  generally 
accepted  to  be  lower  than  in  many  cities,  there  would  seem  to  be  a probability 
of  increasing  consumption  and  therefore  sales,  and  the  two  accepted  methods  of 
accomplishing  this  are — increasing  confidence  and  by  educating  the  consumer  to 
the  value  of  milk  as  a food. 

The  commission  also  became  convinced  that  many  of  the  sources  of  conflict  in 
the  milk  marketing  system  would  be  eliminated  by  a system  of  collective  bar- 
gaining, a method  definitely  encouraged  by  the  U.  S.  Government  as  evidenced 
by  the  passage  of  the  Agricultural  Marketing  Act.  In  the  past  such  efforts 
have  at  times,  perhaps  frequently,  been  inaugurated  with  a feeling  of  suspicion 
and  distrust  on  both  sides  and  been  marked  by  extravagance  on  one  side  or  the 
other.  The  old  idea  of  outwitting  each  other  has  in  a large  part  been  discarded 
in  favor  of  a friendly  attempt  by  distributors  and  producers  to  solve  their  mutual  J 

problems.  In  the  present  situation  this  has  been  the  attitude  sucoessfully  f 
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maintained  by  producers,  distributors,  and  consumers,  and  it  is  the  belief  of  the 
Consumers’  Commission  that  with  the  continuance  of  such  a spirit,  collective 
bargaining  will  be  a success.  In  any  plan  for  quality  improvement,  it  is  im- 
portant to  have  the  active  cooperation  of  satisfied  producers,  which  such  a plan 
may  in  turn  be  a large  factor  in  obtaining.  In  addition,  the  self-dependence 
engendered  is  much  to  be  desired  in  any  group  of  citizens. 

There  is  general  agreement,  that  while  tlie  quality  of  the  milk  in  the  St.  Louis 
area  can  be  improved,  there  is  no  reason  for  disturbing  public  confidence  in  it. 
On  the  other  hand,  that  confidence  is  to  be  strengthened  as  improvements  are 
effected.  The  chief  agency  of  the  public  in  obtaining  a good  quality  of  milk  is 
, the  City  Department  of  Health,  which  has  the  responsibility  of  enforcing  the 

, ordinance  passed  by  the  Board  of  Aldermen.  A herd-certification  system  pro- 
tects St.  Louis’  milk  supply  from  the  tuberculous  cow',  sufficient  cooling  is  insured 
^ by  tests  made  by  the  Department  and  the  dealers,  tests  for  bacteria  are  also 

made,  and  regulations  are  laid  dowm  regarding  the  sanitary  procedure  and  equip- 
ment. The  necessity  for  some  of  those  regulations  is  little  understood  by  the 
I farmer,  and  the  procuring  of  some  of  the  equipment  is  a matter  of  both  time  and 

f money.  The  cooperation,  intelligent  and  informed,  of  the  producer  is  necessarv 

if  these  regulations  are  to  be  fully  complied  with,  and  intensive  education  must 
precede  his  wiiolehearted  participation. 

It  has  been  constantly  maintained  during  these  conferences  that  St.  Louis  is,  in 
normal  times  the  center  of  a large  supply  of  milk,  and  that  moreover  the  city  is 
located  in  a section  where  the  milk  production  could  be  indefinitely  increas'd, 
and  the  shed  extended.  It  appears  to  the  Commission  that  any  such  stimulation 
or  extension  may  be  unwise.  A large  district  is  difficult  to  inspect;  new  pro- 
ducers mean  recurrent  and  extra  effort  of  education,  if  pure  milk  is  insured. 

e c^re , tlie  la»ck.  ^)f  i^ixifc^rxxnt^^  in  production  creates  a large  surplus. 
i Surplus,  from  the  standpoint  of  the  dealer,  is  considered  as  milk  in  excess  of 
fluid  milk  sales.  The  large  dealers  carry  practically  all  the  surplus  milk  for  the 
t market,  for  the  magnitude  of  their  business  generally  enables  them  to  command 

the  required  capital  for  the  manufacture  of  surplus  'milk.  There  is  no  escaping 
the  fact  that  either  directly  or  indirectly  the  amount  of  surplus  milk  in  the 
market  is  reflected  in  the  returns  that  the  producer  receives  for  his  milk.  In 
markets  offering  a flat  price  for  all  milk,  prices  are  reduced  roughly  in  proportion 
to  increases  in  the  amount  of  surplus.  Since  seasonable  surplus  is  due  to  methods 
used  by  the  farmers,  it  seems  to  the  Commission  that  the  best  means  of  regulating 
production  is  a plan  which  will  put  the  responsibility  of  eveix  production  of  milk 
throughout  the  year  upon  the  individual  farmer. 

The  relation  bctweeix  the  price  paid  to  the  farmer  for  milk  and  the  cost  to  the 
farmer  of  producing  the  milk  is  difficult  to  establish.  Few'  farmers  keep  cost 
accounts,  and  those  w'ho  do  are  among  the  most  thrifty  and  efficient  producers, 
so  that  costs  to  the  average  producer  are  practically  impossible  to  obtain.  Esti- 
mates made  by  County  Farm  Advisers  and  by  State  University  agricultural  ex- 
perts indicate  that  costs  vary  from  one  to  seven  dollars  per  cw't.  It  is  obviously 
impossible  to  suggest  a price  to  cover  such  diverse  cpsts  of  production  and  leave 
a reasonable  profit.  Testimony  of  individual  fanners,  how'ever,  leaves  no  doubt 
in  the  collective  mind  of  the  Commission  that  very  many  if  not  most  of  them  are 
receiving  no  profit  on  their  milk  and  that  many  are  losing  money  on  it. 

The  Commission  is  convinced  that  the  producer  should  receive  more  money 
for  his  product,  but  is  not  convinced  that  the  increase  should  be  met  through 
higher  prices  to  the  consumer.  It  seems  highly  probable  that  a larger  return 
may  be  secured  by  other  means,  already  suggested  as  a w'orking  basis  of  agreement, 
that  is,  through  oixe  or  all  of  the  following:  control  of  surplus,  quality  improve- 
ment, increase  in  consumption,  decrease  iix  distributors’  expenses,  particularly 
through  economies  in  “collection  to  be  effected  by  the  producers’  association.’’ 
The  objectives  of  the  Sanitary  Milk  Producers  given  to  the  Committee  were  as 
follows:  Collective  bargaining,  surplus  control,  quality  improvement,  checking 
weights  and  tests,  watching  credit  rating  market  information,  increase  of  con- 
sumption. 

METHODS  OF  WORK 

On  June  4,  1930,  in  the  headquarters  of  the  League  of  Women  Voters,  the 
first  of  the  series  of  three  conferences  was  held,  attended  by  18  }>ersons  repre- 
senting dealers,  producers  and  coixsumers,  to  consider  the  set-up  of  the  Sanitary 
Milk  Producers’  organizatioix,  its  objectives,  and  the  dealers’  reactioix  to  the  de- 
velopment of  a marketing  plan.  Oxx  July  7 it  was  voted  to  resolve  this  group  into 
a joint  conference  committee  of  nine,  three  representing  the  dealers,  three  the 
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producers,  and  three  the  consumers.  The  Pevely  Dairy  Company,  whose  repre- 
sentative had  sat  in  at  the  previous  meeting,  but  who  had  taken  no  part  in  the 
discussion,  withdrew  from  the  negotiations  at  this  point.  The  conferees  repre- 
senting the  dealers  were  Mr.  B.  M.  Lide,  Jr.,  Pres,  of  the  St.  Louis  Dairy  Co.; 
Mr.  Bruno  Tschannen,  Pres,  of  the  Highland  Dairy  Co.;  H.  W.  Barr,  Pres,  of 
the  Beatrice  Creamery  Co.  Representing  the  Sanitary  Milk  Producers'  Assn, 
were  Mr.  E.  W.  Tiedeman,  Mr.  A.  D.  Lynch,  and  Mr.  George  Grueninger.  Repre- 
senting the  consumers  were  Mrs.  Geo.  Gellhom,  Mrs.  W.  W.  Burke,  and  Mrs. 
Virgil  Loeb.  Mrs.  Loeb  was  made  chairman  of  the  commission  at  the  joint 
conference. 

Four  conferences,  lasting  from  six  to  eight  hours  each,  were  held,  and  tne  mar- 
keting agreement  and  price  plan  attached  hereto  were  adopted.  The  agreement 
provides  a “basic  and  surplus”  plan  of  buying  milk  from  the  producers  along 
lines  followed  in  many  cities  since  1918.  Producers  who  failed  to  ship,  are  to  be 
penalised  for  each  month  of  failure,  one-sixth  of  their  established  basic  quantity. 

For  surplus  milk,  up  to  production  of  double  their  basic  quantity,  they  are  to 
pay,  the  average  price  of  92  score  Chicago  butter,  which  is  published  monthly 
by  the  U.  S.  Bureau  of  Markets,  plus  20%. 

Farmers  who  fail  to  produce  from  Septeml>er  1st  through  December,  but 
resume  shipping  in  January  and  February  are  to  be  paid  the  first  surplus  price. 
That  is  to  be  cut  down  to  the  second  surplus  price  if  they  fail  to  ship  before 
March  1st,  but  the  20%  is  to  be  put  on  again  for  July  and  August. 

Ultimately,  the  basic  quantity  is  to  be  determin?d  by  the  three  consecutive 
months  of  lowest  production,  but  in  the  meantime  the  agreement  provided  a 
plan  for  1931  based  on  the  percentage  of  total  production  accounted  for  by 
total  sales  of  fluid  milk,  for  the  last  six  months  of  1930.  That  percentage,  applied 
to  the  individual  production  of  each  member  of  the  Sanitary  Milk  Producers,  will 
establish  his  basic  quantity  for  1931  and  all  the  shipments  over  that  amount 
will  go  at  surplus  prices. 

For  the  remainder  of  1930,  in  initiating  the  plan,  the  base  is  to  be  established 
for  each  month  on  the  monthly  proportion  of  sales  to  production,  with  sales  as 
the  base. 

The  basic  and  surplus  plan  is  to  go  into  effect  in  October,  when  the  producer 
is  to  receive  $2.40  per  cwt.  on  the  basic  quantity  for  the  bottle  trade. 

These  prices  apply  to  distributors  joining  in  the  agreement,  who  recognize  the 
Sanitary  Milk  Producers  as  sales  agents  but  only  as  a bargaining  agency,  not  to 
go  into  manufacturing  or  distributing  so  long  as  both  parties  are  dealing.  No 
attempt  is  made  to  prevent  dealers  buying  from  producers  outside  the  associa- 
tion at  any  price,  except  that  it  shall  not  be  more  than  that  paid  members.  No 
attempt  is*^  made  to  limit  the  territory  from  w^hich  dealers  may  draw  their  supply- 
Prices  are  to  be  based  on  milk  testing  3.5  percent  butterfat,  with  premium  or 
penalty  of  4 cents  a 100  pounds  on  every  0.1%  variance  from  3.5. 

Distributors  are  to  pay  the  Association  a 3-cent  brokerage  fee  on  every  100 
pounds  bought  from  its  members  after  the  bitsic  and  surplus  plan  goes  into 
effect.  The  association  is  to  pay  a third  of  its  l^rokerage  fee  to  the  local  branch 
of  the  National  Dairy  Council  to  be  formed  here  to  foster  quality  production, 
efficient  distribution  and  increased  consumption.  Considerable  increases  of  con- 
sumption elsew'here  under  the  basic  and  surplus  plan  incidentally,  have  been 
attributed  chiefly  to  quality  improvement. 

The  dealers  are  to  equal  the  producers'  contribution  to  the  Dairy  Council. 
They  are  to  pay  it  an  additional  cent  for  every  100  pounds  received  from  members 
of  the  Association,  and  2^  for  every  100  pounds  received  from  non-members. 
Further  concessions  to  the  Association  are  permission  to  examine  the  equipment 
used  by  the  distributors  in  weighing  and  testing  milk,  and  statements  to  the 
Association  on  the  weight  and  butter  contents  of  milk  received  from  members. 

“The  association  shall  use  its  best  efforts  to  prevent  unfair  trade  practices  in 
the  St.  Louis  shed”,  stipulates  the  agreement,  which  concludes: 

“Any  of  the  four  parties  interested,  that  is,  the  distributors,  manufacturers, 
Sanitary  Milk  Producers,  Inc.,  or  the  Consumers'  Milk  Commission,  reserves 
the  right  to  ask  for  a conference  to  consider  the  situation  if  it  feels  its  interests  are 
being  jeopardized  thereby. 

“Each  distributor  and  the  Association  shall  do  all  in  their  respective  powers  to 
bring  about  harmonious  relations  and  stability  of  relations  within  the  St.  Louis 
milkshed  for  the  mutual  interests  of  the  consumers,  distributors,  and  producers, 
which  is  hereby  recognized.” 

The  agreement  has  been  accepted  by  the  larger  dealers,  with  the  sole  exception 
of  the  Pevely  Dairy  Company,  and  its  acceptance  by  the  smaller  dealers  is  con- 
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fidently  expected.  If  the  Pevely  Dairy  Company  does  not  cooperate  with  the 
other  dealers,  producers  and  consumers-  in  the  establishment  of  the  National 
Dairy  Council,  its  non-participation  in  this  quality  improvement  program  will 
put  it  in  a rather  indefensible  position.  It  has  been  the  experience  in  other  cities 
that  sometimes  one  large  dealer  has  taken  longer  than  the  others  to  see  the  value 
of  such  a plan,  as  is  here  proposed,  but  that  has  not  impaired  the  plan  in  other 
cities,  nor  will  it  delay  its  successful  working  out  in  St.  Louis. 

The  Commission  believes  that  the  agreement  means  the  beginning  of  a new  era 
of  good  will  between  the  distributors  and  producers  in  the  St.  Louis  milkshed, 
and  that  it  wiU  be  of  benefit  to  all  parties  concerned.  To  the  producers,  it  repre- 
sents an  opportunity  to  realize  their  aims;  to  the  distributor  it  represents  an 
opportunity  for  a stabilized  market  and  reduction  of  surplus;  the  consumer,  who 
pays  the  13^  for  the  quart  of  milk,  is  given  a voice  in  its  just  distribution.  And 
to  the  community  as  a whole,  it  means  an  improved  milk  supply,  St.  Louis 
taking  its  place  with  the  other  cities  of  the  country  in  the  establishment  of  an 
equitable  and  orderly  marketing  plan. 

No  plan  is  self-enforcing,  however.  It  requires  the  good  will  and  determina- 
tion of  the  interested  parties  to  make  it  a success.  The  Consumers'  Milk  Com- 
mission has  a continuing  responsibility  which  it  accepts  as  a duty  and  privilege. 

Respectfully  submitted. 

Mrs.  George  Gellhorn, 

Mrs.  W.  W.  Burke, 

Mrs.  Virgil  Loeb,  Chairman. 

Appendix  E.  Provisions  of  Boston  Milk  License  Regarding  Classifica- 
tion OF  Milk 

(Effective  date,  May  1,  1935) 

ARTICLE  IV.  classification  OF  MILK  SALES  AND  USES 

Section  1.  Primary  Sales  and  Uses. — Milk  purchased  or  handled  by  distributors 
shall  be  classified  according  to  its  sale  and  use,  as  follow's: 

1.  Class  I milk  means  all  milk  sold  or  distributed  by  distributors  as  w^hole  milk, 
chocolate  milk,  or  flavored  milk,  for  consumption  or  use  in  the  Sales  Area. 

2.  Class  II  milk  means  the  quantity  of  milk  purchased,  sold,  used,  or  distributed 
by  distributors  in  excess  of  Class  I milk,  except  as  set  forth  in  section  2. 

Sec.  2.  Other  Sales  and  Uses. — Milk  sold  or  distributed  as  milk  or  cream  outside 
the  Sales  Area  or  sold  to  other  distributors  or  persons  whether  within  or  without 
said  Sales  Area  shall  be  classified  as  follows: 

1.  Milk  sold  in  bulk  as  milk  by  a distributor  who  is  also  a producer  to  a dis- 
tributor operating  a bottling  or  processing  plant,  shall  be  accounted  for  as  Class  II 
milk  by  such  selling  distributor,  and  if  such  buying  distributor  uses  or  sells  such 
milk  for  other  than  Class  II  purposes  such  buying  distributor  shall  account  to  the 
Market  Administrator  for  the  difference  betw’^een  the  value  of  such  milk  at  the 
Class  II  price  and  the  value  of  such  milk  at  the  Class  I price  according  to  its  usage; 
such  difference  in  value  shall  be  added  to  the  total  value  computed  pursuant  to 
paragraph  1,  section  1,  of  article  VIII. 

2.  Except  as  provided  in  paragraph  1 of  this  section  milk  sold  or  distributed  by 
a distributor  as  milk  (1)  outside  the  Sales  Area  or  (2)  to  another  distributor  or 
person,  whether  within  or  without  the  Sales  Area,  shall  be  accounted  for  by  such 
selling  distributor  as  Class  I and  Class  II  milk,  respectively:  Provided:  That  if 
such  selling  distributor,  on  or  before  the  date  fixed  for  filing  reports  pursuant  to 
article  VI,  shall  furnish  to  the  Market  Administrator  satisfactory  proof  that  such 
milk  has  been  utilized  for  a purpose  other  than  the  sale  or  distribution  for  ulti- 
mate consumption  or  use  as  milk,  then,  and  in  that  event,  such  milk  shall  be 
classified  in  accordance  with  such  other  use. 

ARTICLE  IV.  CLASSIFICATION  OF  MILK 

(Effective  July  16,  1935) 

Section  1.  Sales  and  Use  Classification. — Milk  purchased  or  handled  by  dis- 
tributors shall  be  classified  according  to  its  sale  and  use  within  and  without  the 
Sales  Area,  as  follows: 

1.  Class  I milk  means  all  milk  sold  or  distributed  by  distributors  as  w^hole  milk, 
chocolate  milk,  or  flavored  milk,  except  as  provided  in  section  2 of  this  article, 

2.  Class  II  milk  means  the  quantity  of  milk  purchased,  sold,  used  or  distributed 
by  distributors  in  excess  of  Class  I milk. 
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Section  2.  Sales  to  Other  Distributors. — Milk  sold  or  distributed  by  a distributor 
as  milk  to  another  distributor,  shall  be  accounted  for  by  such  selling  distributor 
as  class  I milk:  Provided^  That  if  such  selling  distributor,  on  or  before  the  date 
fixed  for  filing  reports  pursuant  to  article  VI,  shall  furnish  to  the  Market  Admin- 
istrator satisfactory  proof  that  such  milk  has  been  used  for  purposes  other  than 
those  set  forth  in  paragraph  1 of  section  1 of  this  article,  then,  and  in  that  event, 
such  milk  shall  be  classified  as  Class  II  milk. 

Appendix  F.  Provisions  of  St.  Louis  and  Boston  Milk  Agreements  and 
Licenses  Regarding  Distributor  Reports  and  Audits 

St.  Louis 

(Marketing  agreement,  effective  Nov.  22,  1933) 

Section  3: 

(6)  The  contracting  producers  and  the  contracting  distributors  shall  severally 
maintain  systems  of  accounting  which  shall  accurately  reflect  the  true  account 
and  condition  of  their  respective  businesses.  Their  respective  books  and  records 
shall,  during  usual  hours  of  business,  be  subject  to  the  examination  of  the  Secretary 
to  assist  him  in  the  furtherance  of  his  duties  with  respect  to  this  agreement, 
including  the  verification  by  the  Secretary  of  the  information  furnished  on  the 
forms  hereinafter  referred  to.  The  contracting  producers  and  the  contracting 
distributors  shall  severally  from  time  to  time,  furnish  information  to  the  Secretary 
on  and  in  accordance  with  forms  to  be  supplied  by  him. 

**♦♦♦** 

(Effective  Mar.  2,  1934) 

Section  II: 

4.  (a)  The  distributors  shall  severally,  from  time  to  time  upon  the  request  of 
the  Secretary,  furnish  him  with  such  information  on  and  in  accordance  with  forms 
of  reports  to  be  supplied  by  him  for  the  purpose  of  (1)  assisting  the  Secretary  in 
the  furtherance  of  his  powers  and  duties  w’ith  respect  to  this  License  and/or 
(2)  enabling  the  Secretary  to  ascertain  and  determine  the  extent  to  which  the 
declared  policy  of  the  Act  and  the  purpose  of  this  License  are  being  effectuated; 
such  reports  to  be  verified  under  oath.  The  secretary's  determination  as  to  the 
necessity  of  and  the  justification  for  the  making  of  any  reports,  and  the  informa- 
tion called  for  thereby,  shall  be  final  and  conclusive. 

(6)  For  the  same  purposes  and/or  to  enable  the  Secretary  to  verify  the  informa- 
tion furnished  him  of  said  forms  and  reports,  all  the  books  and  records  of  each 
distributor  and  the  books  and  records  of  the  affiliates  and  subsidiaries  of  each 
distributor,  shall,  during  the  usual  hours  of  business,  be  subject  to  the  examination 
of  the  Secretary.  The  Secretary's  determination  as  to  the  necessity  of  and  the 
justification  for  any  such  examination  shall  be  final  and  conclusive. 

(c)  The  distributors  and  their  respective  affiliates  and  subsidiaries  shall 
severally  keep  books  and  records  which  will  clearly  reflect  all  the  financial  transac- 
tions of  their  respective  businesses  and  the  financial  condition  thereoL 

(Effective  June  1,  1934) 

I 

^ ^ * 4c  4: 

Section  II: 

4.  (a)  The  distributors  shall  severally,  from  time  to  time,  upon  the  request  of 
the  Secretary,  furnish  him  with  such  information  as  he  may  request,  on  and  in 
accordance  with  forms  of  reports  to  be  supplied  hy  him,  for  the  purposes  of  (1) 
assisting  the  Secretary  in  the  furtherance  of  his  powers  and  duties  with  respect  to 
this  License  and/or  (2)  enabling  the  Secretary  to  ascertain  and  determine  the  extent 
to  which  the  declared  policy  of  the  Act  and  the  purpose  of  this  License  are  being 
effectuated;  such  reports  to  be  verified  under  oatli.  The  Secretary's  determina- 
tion as  to  the  necessity  of  and  the  justification  for  the  making  of  any  such  reports, 
and  the  information  called  for  thereby,  shall  be  final  and  conclusive. 

(6)  For  the  same  purposes  and/or  to  enable  the  Secretary  to  verify  the  informa- 
tion furnished  him  on  said  forms  of  reports,  all  the  books  and  records  of  each  dis- 
tributor and  the  books  and  records  of  the  aflfiliatos  and  subsidiaries  of  each  dis- 
tributor, shall,  during  the  usual  hours  of  business,  be  subject  to  the  examination  of 
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the  Secretary.  The  Secretary's  determination  as  to  the  necessity  of  and  the  justi- 
fication for  a,ny  such  examination  shall  be  final  and  conclusive. 

(c)  The  distributors  and  their  respective  affiliates  and  subsidiaries  shall  sev- 
erally keep  books  and  records  which  will  clearly  reflect  all  the  financial  transac- 
tions of  their  respective  businesses  and  the  financial  condition  thereof. 

* * * * j|e  ^ 

(Effective  Aug.  14,  1934) 

Part  II: 

3.  (a)  The  distributors  shall  severally,  from  time  to  time,  upon  the  request  of 
the  Secretary,  furnish  him  with  such  information  as  he  may  request,  in  a manner 
prescribed  by  him  and/or  in  accordance  with  forms  of  reports  to  be  supplied  by 
purposes  of  (1)  assisting  the  Secretary  in  the  furtherance  of  his  powers 
and  duties  with  respect  to  this  License  and/or  enabling  the  Secretary  to  ascertain 
and  determine  the  extent  to  which  the  declared  policy  of  the  Act,  and  the  purpose 
of  this  License  are  being  effectuated;  such  reports  to  be  verified  under  oath.  The 
Secretary’s  determination  as  to  the  necessity  of  and  the  justification  for  the  making 
of  any  such  reports,  and  the  information' called  for  thereby,  shall  be  final  and 
conclusive. 

(6)  For  the  same  purposes  and/or  to  enable  the  Secretary  to  verifv  the  informa- 
tion furnished  him  on  said  forms  of  reports,  all  the  books  and  records  of  each  dis- 
tributor  and  the  books  and  records  of  the  affiliates  and  subsidiaries  of  each  dis- 
tribi^or,  shall,  during  the  usual  hours  of  business,  be  subject  to  the  examination  of 
the  Secretary.  The  Secretary’s  determination  as  to  the  necessitv  of  and  the 
justification  for  any  such  e.xamination  shall  be  final  and  conclusive'. 

(c)  The  distributors  and  their  respective  affiliates  and  subsidiaries  shall  sever- 
ally  keep  books  and  records  which  will  clearly  reflect  all  the  financial  transactions 
of  their  respective  businesses  and  the  financial  condition  thereof. 

******* 


article  XV.  general  provisions 
(Effective  Nov.  16,  1934) 

******* 

Section  1.  Books  and  Records. — The  distributors  and  their  respective  affiliates 
and  subsidiaries  shall  severally  keep  books  and  records  which  will  clearlv  reflect 
all  the  financial  transactions  of  their  respective  businesses  and  the  financial  con- 
dition thereof. 

Sec.  2.  Reports. — The  distributors  shall  severallv,  from  time  to  time,  upon  the 
request  of  the  Secretary,  furnish  him  with  such  information  as  he  mav  request  in 
a manner  prescribed  by  him  and/or  in  accordance  w ith  forms  of  reports  to  be  sup- 
plied  by  him,  for  the  purposes  of  (1)  assisting  the  Secretary  in  the  furtherance  of 
his  powers  and  duties  vith  respect  to  this  License  and/or  (2)  enabling  the  Secre- 
tary  to  ascertain  and  determine  the  extent  to  which  the  declared  policy  of  the 
Act  and  the  purpose  of  this  license  are  being  effectuated;  such  reports  to  be  veri- 
fied under  oath.  The  S3cretary's  determination  as  to  the  necessity  of  and  the 
justification  for  the  making  of  any  such  reports,  and  the  information  called  for 
thereby,  shall  be  final  and  conclusive. 

Sec,  3.  Examinatiori  of  Books  and  Records. — For  the  same  purposes  as  set  forth 
in  section  2 of  this  article  and/or  to  enable  the  Secretary  to  verifv  information 
furnished  him,  all  the  books  and  records  of  each  distributor  and  the  books  and 
records  of  the  affiliates  and  subsidiaries  of  each  distributor,  shall,  during  the  usual 
hours  of  business,  be  subject  to  examination  by  the  Secretary.  The  Secretarv^'s 

u necessity  of  and  the  justification  for  any  such  examination 

shall  be  final  and  conclusive. 

******* 

article  xiv.  general  provisions 
(Effective  Mar.  4,  1935) 

Section  1.  Books  and  Records. — The  distributors  and  their  respective  affiliates 
and  subsidiaries  shall  severally  keep  books  and  records  which  will  clearly  reflect 

all  the  financial  transactions  of  their  respective  businesses  and  the  financial 
condition  thereof. 

Sec.  2.  Reports.  The  distributors  shall  severally,  from  time  to  time,  upon  the 
request  of  the  Secretary,  furnish  him  with  such  information  as  he  may  request,  in 
a manner  prescribed  by  him  and/or  in  accordance  with  forms  of  reports  to  be 
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sxipplied  by  him,  for  the  purposes  of  (1)  assisting  the  Secretary  in  the  furtherance 
of  his  powers  and  duties  ’with  respect  to  this  License  and/or  (2)  enabling  the 
Secretar>^  to  ascertain  and  determine  the  extent  to  which  the  declared  policy  of 
the  Act  and  the  purpose  of  this  License  are  being  effectuated;  such  reports  to  be 
verified  under  oath.  The  Secretary  's  determination  as  to  the  necessity  of  and  the 
justification  for  the  making  of  any  such  reports,  and  the  information  called  for 
thereby  shall  be  final  and  conclusive. 

Sec.  3.  Examination  of  Books  and  Records, — For  the  same  purposes  as  set  forth 
in  section  2 of  this  article  and/or  to  enable  the  Secretary  to  verify  information 
furnished  him,  all  the  books  and  records  of  each  distributor  and  the  books  and 
records  of  the  affiliates  and  subsidiaries  of  each  distributor,  shall,  durine  the  usual 
hours  of  business,  be  subject  to  examination  by  the  Secretary.  The  Secretary's 
determination  as  to  the  necessity  of  and  the  justification  for  any  such  examination 
shall  be  final  and  conclusive. 

Boston 

(Effective  Nov.  3,  1933) 

8.  (a)  The  contracting  producers  and  the  contracting  distributors  shall 
severally  maintain  systems  of  accounting  which  shall  accurately  reflect  the  true 
account  and  conditions  of  their  respective  businesses.  Their  respective  books 
and  records  shall,  during  usual  hours  of  business,  be  subject  to  the  examination 
of  the  Secretary  (or  his  duly  authorized  representative)  to  assist  him  in  the  further- 
ance of  his  duties  with  respect  to  this  agreement,  including  verification  by  the 
Secretary  of  the  information  furnished  on  the  forms  hereinafter  referred  to.  The 
contracting  producers  and  the  contracting  distributors  shall  severally  from  time 
to  time  furnish  information  to  the  Secretary  on  and  in  accordance  with  forms  to 
be  supplied  by  him. 

(6)  The  respective  books  and  records  of  the  contracting  producers  and  the 
Contracting  distributors  shall,  during  usual  hours  of  business,  be  subject  to  the 
examination  of  the  director  (or  his  duly  authorized  representative)  to  the  extent 
necessary  to  permit  the  director  to  obtain  the  information  required  by  him  for 
the  proper  performance  of  his  duties  hereunder.  All  information  obtained  by 
or  furnished  to  the  director  pursuant  to  the  pnivisions  of  this  agreement  shall 
remain  the  confidential  information  of  the  director,  except  as  provided  in  exhibit 
D,  and  shall  not  be  disclosed  by  him  except  to  the  Secretary  or  to  the  Board  of 
arbitration  upon  request,  and  except  that  the  director  shall  combine  and  publish 
from  time  to  time  the  information  obtained  from  producers  and/or  distributors 
in  the  form  of  statistical  studies  or  data  pertaining  to  production,  distribution,  and 
other  marketing  conditions  in  the  New  England  milkshed  and  the  greater  Boston 
market,  and  shall  upon  request  furnish  to  each  such  producer  or  distributor  a 
copy  of  the  information  obtained  from  the  books  of  the  requesting  party. 

" )|C  ♦ * ♦ * ♦ ♦ 

(Effective  Mar.  16,  1935) 

4.  (a)  The  distributors  shall  severally,  from  time  to  time,  upon  the  request  of 
the  Secretary,  furnish  him  with  such  information  as  he  may  request,  on  and  in 
accordance  with  forms  of  reports  to  be  supplied  by  him  for  the  purposes  of  (1) 
assisting  the  Secretary  in  the  furtherance  of  his  powers  and  duties  with  respect 
to  this  License  and/or  (2)  enabling  the  Secretary  to  ascertain  and  determine  the 
extent  to  which  the  declared  policy  of  the  Act  and  the  purpose  of  this  License  are 
being  effectuated;  such  reports  to  be  verified  under  oath.  The  Secretary's  deter- 
mination as  to  the  necessity  of  and  the  justification  for  the  making  of  any  such 
reports,  and  the  information  called  for  thereby  shall  be  final  and  conclusive, 

(b)  For  the  same  purposes  and/or  to  enable  the  Secretary  to  verify  the  infor- 
mation furnished  him  on  said  forms  of  reports,  all  the  books  and  records  of  each 
distributor  and  the  books  and  records  of  the  affiliates  and  subsidiaries  of  each 
distributor,  shall,  during  the  usual  hours  of  business,  be  subject  to  the  examina- 
tion of  the  Secretary.  The  Secretary's  determination  as  to  the  necessity  of  and 
the  justification  for  any  such  examination  shall  be  final  and  conclusive. 

(c)  The  distributors  and  their  respective  affiliates  and  subsidiaries  shall  sever- 
ally keep  books  and  records  which  will  clearly  reflect  all  the  financial  transactions 
of  their  respective  businesses  and  the  financial  condition  thereof. 

± 7^  * * * * ^ 


I 
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ARTICLE  XV.  GENERAL  PROVISIONS 

(Effective  May  1,  1935) 

Section  1.  Books  and  Records. — The  distributors  and  their  respective  affiliates 
and  subsidiaries  shall  severally  keep  books  and  records  which  will  clearly  reflect 
all  the  financial  transactions  of  their  respective  businesses  and  the  financial 
condition  thereof. 

Sec.  2.  Reports. — The  distributors  shall  severally  from  time  to  time,  upon  the 
request  of  the  Secretary,  furnish  him  with  such  information  as  he  may  request, 
in  a manner  prescribed  by  him  and/or  in  accordance  w'ith  forms  of  reports  to 
be  supplied  by  him,  for  the  purposes  of  (1)  assisting  the  Secretary  in  the  further- 
i ance  of  his  powders  and  duties  wdth  respect  to  this  License  and/or  (2)  enabling 
the  Secretary  to  ascertain  and  determine  the  extent  to  which  the  declared  policy 
of  the  Act  and  the  purpose  of  this  License  are  being  effectuated;  such  reports  to 
be  verified  under  oath.  The  Secretary's  determination  as  to  the  necessity  of 
and  the  justification  for  the  making  of  any  such  reports,  and  the  information 
i called  for  thereby,  shall  be  final  and  conclusive. 

Sec.  3.  Examination  of  Books  and  Records. — For  the  same  purpose  as  set  forth 
in  section  2 of  this  article  and/or  to  enable  the  Secretary  to  verify  information 

furnished  him,  all  the  books  and  records  of  each  distributor  and  the  books  and 

I records  of  the  affiliates  and  subsidiaries  of  each  distributor,  shall,  during  the 

[ usual  hours  of  business,  be  subject  to  examination  by  the  Secretary.  The  Sec- 

retary's determination  as  to  the  necessity  of  and  the  justification  for  any  such 
examination  shall  be  final  and  conclusive. 

I ♦♦**♦** 

article  XV.  general  provisions 
I 

(Effective  Feb.  24,  1935) 

Section  1.  Books  and  Records. — The  distributors  and  their  respective  affili- 
ates and  subsidiaries  shall  severally  keep  books  and  records  wffiich  will  clearly 
reflect  all  the  financial  transactions  of  their  respective  businesses  and  the  finan- 
cial condition  thereof. 

Sec.  2.  Reports. — The  distributors  shall  severally,  from  time  to  time,  upon 
the  request  of  the  Secretary,  furnish  him  with  such  information  as  he  may  re- 
quest, in  a manner  prescribed  by  him  and/or  in  accordance  with  forms  of  reports 
to  be  supplied  by  him,  for  the  purposes  of  (1)  assisting  the  Secretary  in  the  fur- 
therance of  his  powders  and  duties  with  respect  to  this  License  and/or  (2)  enabling 
the  Secretary  to  ascertain  and  determine  the  extent  to  which  the  declared  policy 
of  the  Act  and  the  purpose  of  this  License  are  being  effectuated;  such  reports  to 
be  verified  under  oath.  The  Secretary's  determination  as  to  the  necessity  of 
and  the  justification  for  the  making  of  any  such  reports,  and  the  information 
called  for  thereby,  shall  be  final  and  conclusive. 

Sec.  3.  Examination  of  Books  and  Records. — For  the  same  purpose  as  set  forth 
in  section  2 of  this  article  and/or  to  enable  the  Secretary  to  verify  information 
furnished  him,  all  the  books  and  records  of  each  distributor  and  the  books  and 
records  of  the  affiliates  and  subsidiaries  of  each  distributor,  shall,  during  the 
usual  hours  of  business,  be  subject  to  examination  by  the  Secretary.  The  sec- 
retary's determination  as  to  the  necessity  of  and  the  justification  for  any  such 
examination  shall  be  final  and  conclusive. 

(Effective  July  16,  1935) 
article  XV.  GENERAL  PROVISIONS 

Section  1.  Books  and  Records. — The  distributors  and  their  respective  affiliates 
and  subsidiaries  shall  severally  keep  books  and  records  w hich  will  clearly  reflect 
all  the  financial  transactions  of  their  respective  businesses  and  the  financial 
condition  thereof. 

Sec.  2.  Reports. — The  distributors  shall  severally,  from  time  to  time,  upon 
the  request  of  the  Secretary,  furnish  him  with  such  information  as  he  may  request, 
in  a manner  prescribed  by  him  and/or  in  accordance  with  forms  of  reports  to  be 
supplied  by  him,  for  the  purposes  of  (1)  assisting  the  Secretary  in  the  furtherance 
of  his  powers  and  duties  with  respect  to  this  License  and/or  (2)  enabling  the  Secre- 
tary to  ascertain  and  determine  the  extent  to  which  the  declared  policy  of  the 
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Act  and  the  purpose  of  this  License  are  being  effectuated,  such  reports  to  be  verified 
under  oath.  The  Secretary's  determination  as  to  the  necessity  of  and  the  justi- 
fication for  the  making  of  any  such  reports,  and  the  information  called  for  thereby^ 
shall  be  final  and  conclusive. 

Sec.  3.  Examination  of  Books  and  Records. — For  the  same  purj^oses  as  set  forth 
in  section  2 of  this  article,  and/or  to  enable  the  secretary  to  verify  information 
furnished  him,  all  the  books  and  records  of  each  distributor  and  the  books  and 
records  of  the  affiliates  and  subsidiaries  of  each  distributor  shall,  during  the  usual 
hours  of  business,  be  subject  to  examination  by  the  Secretary.  The  Secretary's 
determination  as  to  the  necessity  of  and  the  justification  for  any  such  examination 
shall  be  final  and  conclusive. 

Appendix  G,  Methods  of  Allocating  Delivery  Costs  to  Products 

In  the  investigation  covered  by  this  report,  the  Commission  has  again  found 
that  other  than  cost  of  raw  materials,  the  greatest  item  of  expense  in  the  distribu- 
tion of  milk  is  the  cost  of  delivery.  As  representative  of  such  costs  are  the  per- 
centages and  amounts  in  appendix  table  A,  below; 


Appendix  Table  A, — Expenses  other  than  raw  inaterials  expressed  as  percentage 

of  total  expenses  ' 


1930 

Per- 
cent- 
age of 
total 

1933 

Per- 
cent- 
age of 
total 

1934 

Per- 
cent- 
age of 
total 

1935 

Per- 
cent- 
age of 
total 

Total  expenses,  exclu- 
sive of  raw  materials. . 
Processing 

$25,056, 646 
7,330,048 

29.25 

$16,385,449 
3, 830, 016 

23.38 

$20, 064. 340 
4,715, 567 

23.50 

$20,396,900 
4. 672, 196 

22. 91 

Delivery 

14,447. 918 

57.66 

10,283,161 

62.  76 

12.  522,614 

62.41 

12,970,  726 

63.59 

Selling.. 

1, 593, 433 

6. 36 

1, 167, 180 

7.12 

1, 458,883 

7. 27 

1.417,312 

6. 95 

Administrative  and 
generaL — 

1, 685,247 

! 6.73 

1, 105. 092 

6. 74 

1, 367, 276 

6.82 

1, 336, 666 

6.56 

I For  further  details,  see  table  13. 


One  of  the  paramount  questions  relative  to  milk  concerning  the  consumer,  and^ 
since  the  answer  indirectly  affects  his  income,  the  farmer  as  well,  is;  What  does  it 
cost  to  deliver  a quart  of  milk?  There  have  been  a number  of  studies  made  in  the 
past  by  both  private,  State,  and  Federal  agencies,  in  an  attempt  to  solve  the 
question.  No  one  of  the  many  which  have  come  to  the  commission's  attention 
adequately  analyzes  the  problem.  The  casual  student  of  the  industry  is  likely 
to  be  misled  by  the  data  usually  handed  him  by  the  industry,  not  maybe  because 
he  lacks  an  understanding  of  the  problems  involved,  but  because  he  does  not  have 
access  to  the  fundamental  underlying  data  for  study.  Lacking  these  basic  data, 
any  results  published  as  an  answer  to  the  problem  concerning  the  delivery  cost 
of  a quart  of  milk  are  likely  only  to  add  to  the  confusion  already  evident.  " 

The  distributors,  of  course,  present  their  expenses  and  unit  delivery  costs  to 
the  public  by  means  of  public  hearings,  investigations,  and  voluntary  publicity; 
but  after  a careful  study  of  some  of  the  methods  used  in  arriving  at  such  unit 
costs,  it  is  apparent  that  the  results  are  valueless  insofar  as  stating  the  true  status 
of  the  situation  is  concerned.  This  is  true  not  only  from  the  public's  viewpoint 
but  as  well  from  the  dealer's,  since  it  has  been  found  that  in  the  same  organization, 
supposedly  using  the  same  method  of  computing  unit  costs,  there  were  sufficient 
deviations  in  application  of  the  theory  of  the  method  to  render  the  results  non- 
comparable. If  it  were  true,  as  frequently  stated,  that  a system  giving  adequate, 
accurate  information  would  be  too  costly  to  install  and  operate,  there  might  be 
some  justification  for  the  absence  of  adequate  data;  but  it  appears  that  the  present 
methods  in  some  cases  are  excessively  costly  and  not  justified,  either  from  the 
consumer's  or  the  producer's  viewpoint.  However,  as  related  to  the  dealer's 
viewpoint,  perhaps  the  present  costly  methods  are  justified.  In  the  interests  of 
the  two  other  parties  named,  however,  it  would  seem  that  a more  simple,  accurate, 
and  inexpensive  method  could  be  devised. 

At  times  distributors  maintain  that  unit  delivery  costs  are  valueless  from  a 
practical  standpoint  and  therefore  are  of  no  interest  to  them.  Despite  such 
protestations,  however,  extremely  complicated  methods,  as  will  be  evident  later 
in  the  discussion,  are  employed  to  ascertain  apparently  unwanted  results. 


\ 


\ 


w 


'I 


' 


DISTRIBUTION  AND  SALE  OF  MILK  AND  MILK  PRODUCTS  199 


As  to  the  question  concerning  the  cost  to  deliver  a quart  of  milk,  the  (commis- 
sion has  used  the  respective  companies'  methods  to  compute  tliis  cost,  as  w ell  as 
its  own,  using  the  dealer's  total  costs  in  each  case  so  that  comparisons  are  made 
possible,  which  will  aid  in  finding  an  answer  to  the  problem.  It  is  believed  that 
this  is  fair  to  the  companies  involved,  because  no  question  has  been  raised  about 
any  item  of  expense  in  their  cost  records,  except  in  cases  where  deliverj^  costs 
were  included  in  a ^oup  designated  either  as  selling,  or  selling  and  delivery. 
Where  this  occurred  those  items  believed  to  be  strictly  selling  were  deducted, 
leaving  a remainder  which  could  reasonably  be  considered  as  delivery.  Even 
when  this  w^as  done,  the  commission's  examiners  consulted  with  representatives 
of  the  companies  concerned  so  that  there  would  be  a common  understanding  of 
the  matter. 

As  in  other  studies  made  of  delivery  expenses  and  their  distribution  to  different 
products,  the  tw^o  major  classes  of  sales  have  been  considered,  namely,  retail  sales 
and  wholesale  sales,  and  the  method  by  which  these  sales  reached  their  first  des- 
tination after  leaving  the  distributor's  plant,  otherwise  commonly  described  as 
retail  delivery  and  wholesale  delivery.  In  the  former  class,  the  majority  of  deliv- 
eries are  those  made  to  the  door  of  the  ultimate  consumer,  while  in  the"  latter  are 
those  commonly  delivered  to  stores,  restaurants,  lunch  counters,  and  hotels.  In 
accordance  with  these  definitions,  a careful  effort  has  been  made  in  every  case  on 
a retail  route  to  include  only  the  products  sold  at  retail  w'liich  were  actually  carried 
by  the  route  vehicle.  So-called  retail  sales  are  not  all  strictly  retail,  because  some 
deliveries  are  at  times  made  to  stores.  Where  such  stores  are  w idely  scattered  the 
distributor  may  not  consider  it  economical  to  deliver  such  products  by  wholesale 
vehicles,  which  are  usually  more  costly  to  operate.  In  such  instances,  the  dis- 
tributors, from  a practical  standpoint  of  computing  delivery  costs,  consider  them 
as  retail  sales  but  make  necessary  adjustments  in  their  sales  ledgers  for  differences 
in  retail  and  wholesale  prices  in  the  event  that  they  are  originally  entered  at  fuil 
retail  value.  No  attempt  is  usually  made  to  show  such  sales  separately  in  the 
accounts,  and  because  of  this,  and  likewise  due  to  the  lack  of  time  and  monev, 
the  commission  has  not  attempted  to  eliminate  such  deliveries  to  stores. 

From  an  operator’s  standpoint  this  is  not  necessary  and  would  probably 
introduce  an  error,  causing  all  other  products  to  absorb  the  full  expense  of  deliv- 
ery despite  the  fact  that  they  were  actually  delivered  on  the  retail  vehicles  and 
therefore  w^ere  a factor  in  creating  a certain  portion  of  the  vehicle  expense,  as 
well  as  often  affecting  the  driver’s  compensation.  In  Cincinnati  it  was  found, 
for  example,  that  the  wiiolesale  sales  of  this  nature,  except  those  in  bulk,  w^ere 
given  equal  value  wuth  strictly  retail  sales  in  computing  a driver's  bonus  and 
therefore  a part  of  his  compensation.  Another  exception  is  the  stipulation  of 
the  driver's  union  that  commissions  on  such  products  as  butter,  eggs,  cheese, 
etc.,  were  to  vary  according  to  whether  such  sales  w^ere  retail  or  wholesale.* 
Despite  the  proviso,  however,  concerning  bulk  sales,  which  are  defined  as  sales 
in  gallons,  one  company  still  evaluates  them  on  the  same  basis  as  retail  sales  in 
computing  bonus  points.^  In  St.  Louis  the  drivers'  union  stipulates  that  such 
sales  delivered  by  retail  drivers  shall  receive  equal  value  in  computing  the  drivers' 
bonus.3  Under  such  conditions,  wholesale  sales  on  retail  routes  may  with  rea- 
sonable accuracy  absorb  a portion  of  the  retail  delivery  expense.  " There  are 
other  sales,  of  course,  w'hich  distributors  sometimes  include  in  so-called  retail 
classifications  but  w'hich  are  in  reality  wholesale.  On  the  other  hand,  certain 
sales  may  even  be  retail  but  do  not  reach  their  destination  by  use  of  the  retail 
vehicles.  In  this  classification  are  those  made  at  the  distributor's  store,  or 
directly  from  the  platform,  being  called  for  by  the  purchaser.  In  order  to  obtain 
greater  accuracy,  these  have  been  deducted  by  the  Commission  from  the  gross 
sales  shown  by  the  company  records  to  obtain  those  quantities  actually  delivered 
and,  accordingly,  which  should  be  charged  with  the  costs  of  delivery.  Where 
the  distributor  made  no  attempt  to  differentiate  between  retail  deliveries  and 
bona  fide  wholesale  deliveries,  such  as  those  to  restaurants,  hotels,  lunch  counters, 
and  customers  of  like  character,  they  have  been  deducted  from  the  gross  quan- 
tities. 


> Art.  3,  articles  of  agreement,  Dairy  Products  Drivers*  and  Helpers'  Union,  Local  No.  98.  An  illustra- 
tion of  this  point  is  that  commissions  on  1 pound  of  butter  and  also  on  1 dozen  eggs  at  retail  are  1 cent,  and 
at  wholesale,  ^ cent. 

* Used  in  this  sense,  a **point"  is  simply  a convenient  term  to  designate  a unit.  Each  product  sold  is 
evaluated  in  these  units,  some  being  equal  to  less  than  1, 1,  or  more  than  1 unit.  Roughly,  1 quart  bottle 
of  milk  is  1 point.  All  products  are  converted  to  these  points,  and  in  Cincinnati  a retail  driver  is  given, 
in  addition  to  his  union  stipulated  guaranteed  salary,  cent  per  point  over  a daily  average  of  200.  (Ibid.) 

* Art.  16,  articles  of  agreement,  June  22, 1935,  to  May  31, 1938,  Milk  Wagon  Drivers’  Union,  Local  No.  603. 
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As  to  bona  fide  wholesale  sales,  it  was  found  that  even  in  this  classification 
were  included  some  sales  not  actually  delivered.  Again,  in  such  instances  they 
were  deducted  from  gross  quantities.  Therefore,  in  both  retail  and  wholesale 
«ales,  it  is  believed  that  those  expenses  pertaining  to  the  two  classes  named 
bearing  directly  on  the  process  of  delivery  are  as  accurately  as  possible  given 
full  and  reasonable  consideration. 

In  the  following  discussion  of  the  methods  used  by  distributors  to  allocate 
delivery  costs  to  products,  only  those  having  to  do  with  retail  delivery  are  con- 
sidered. Reference  is  several  times  made  to  the  wholesale  methods,  but  only 
to  emphasize  some  particular  point.  While  detailed  discussion  of  the  latter 
methods  would  undoubtedly  be  valuable,  lack  of  time  prohibits  it.  In  the  text, 
however,  it  will  be  observed  that  wholesale  unit  costs  are  given,  and  in  each  case 
they  have  been  computed  according  to  the  Commission’s  method. 

STOP-POINT  METHOD  OF  DISTRIBUTING  RETAIL  DELIVERY  COSTS  TO  PRODUCTS  BY 

DISTRIBUTOR  1 

In  a previous  report  ^ of  the  Commission  on  milk  distribution  an  analysis  was 
given  of  a method  used  to  distribute  delivery  costs  to  milk  and  milk  products 
termed  the  “stop-point”  method.  During  the  present  investigation  the  exam- 
iners have  again  come  in  contact  with  this  method;  and  because  of  the  deviations 
from  the  theory  in  the  application  of  it,  as  described  in  the  report  mentioned,  it 
has  been  considered  advisable  to  analyze  its  application  again  as  recently  observed. 

The  executives  of  the  companies  employing  the  so-called  “stop-point”  method 
maintain  that  the  primary  business  of  a milk  distributor  is  to  deliver  milk,  and 
that  insofar  as  delivery  is  concerned  all  other  commodities  such  as  cream,  cocoa 
milk,  butter,  cottage  cheese,  etc.  are  in  the  nature  of  byproducts.  They  assert 
that  these  “byproducts”  are  sold  to  customers  on  the  routes  because  milk  is  sold, 
and  that  they  either  accompany  a sale  of  milk,  or  that  sales  of  such  products  are 
made  only  to  those  customers  who  buy  milk,  the  implication  being  that  no  cus- 
tomer ever  buys  cream  or  the  other  products  without  at  one  time  or  another 
buying  milk  as  such.  In  other  words,  the  theory  implies  that  there  are  no  cus- 
tomers who  buy  only  products  such  as  cream,  cocoa  milk,  cottage  cheese,  eggs, 
etc.,  or,  if  any  such  do  exist,  the  sales  to  them  are  negligible.  Hence  it  is  main- 
tained that  all  milk  products  delivered  should  bear  the  greater  proportion  of 
the  retail  delivery  costs.  Further,  it  is  claimed  that  all  the  packages  of  milk, 
without  regard  to  the  different  sizes,  should  be  used  as  the  basis  for  prorating 
delivery  expenses.  The  application  and  consequent  development  of  this  method 
is  presented  below  in  detail,  because  it  is  only  in  this  way  that  the  significance  of 
the  various  steps  and  their  effects  upon  quantities  may  be  fully  appreciated. 

In  column  (2)  of  appendix  table  B1  are  given  the  gross  quantities  of  the  various 
products  sold  by  the  company  and  considered  as  retail  sales. 

* Report  of  the  Federal  Trade  Commission  on  the  Sale  and  Distribution  of  Milk  and  Milk  Products, 
74th  Cong.,  2d  sess.,  H.  Doc.  No.  387, 


t 


DISTRIBUTION  AND  SALE  OF  MILK  AND  MILK  PRODUCTS  201 


•9 

O 

o 

K 

09 

00 

O 

CO 

00 


09 

I « 

So 

- 

c?  09 

'O  S 
CJ  O 


Subtotals 
of  modified 
points 

(8) 

ezz'z 

6ZZ  ‘Z 
ZT^*96 
ZZ6  ‘SZ6‘e 

00 

vH 

s 

) t * 1 t « 1 1 1 1 1 « 1 I 1 1 t 1 I 1 t « 1 1 

1 • 1 1 1 I 1 « 1 1 1 1 « 1 1 1 1 1 1 I 1 1 1 I 

■ 1 1 1 1 1 1 1 ( 1 1 1 1 1 1 1 1 • 1 1 1 I 

« 1 I 1 1 1 • 1 1 1 1 i 1 1 1 1 1 1 • 1 1 1 1 1 

• 1 1 1 • 1 I • 1 1 1 1 1 1 I • 1 1 1 1 1 1 i 1 

1 1 > 1 I 4 1 t 1 • 1 1 1 1 1 1 1 1 1 1 i 1 1 < 

• > i < ( 1 • 1 1 1 1 1 < t 1 1 1 1 1 ( 1 1 ( I 

■ •■••lllfllllllllllllll  i 

• ■■••llllllllllllllllll  ) 

■ • 1 1 1 • 1 1 I I • • f f t • • 1 1 1 1 • 1 1 

Modified 
units  to  be 
usedindiS' 
tributing  a 
portion  of 
the  costs 

(7) 

17, 314 
2, 797, 058 
702. 435 
409. 165 
80,307 
16, 105 
5,623 
1,606 
2. 229 

s 

CO 

o 

:f 

o © i-i  <o  w 00  o ® c4  CO  ^ 09  «9  a eo « €9  S co 

^ CO  CS  CO  »-•  <0  W CO  ^ ^ »c  »o 

i-T  ^“co^^  «9  •<^’'ooco*o  i-Tco 

*0. 441 
* 71. 245 
<17. 892 
< 10. 422 
1.00 
1.00 
1.00 
1.00 
1.00 

1 

Method  0 
second 
modifica- 
tion of 
units  sold 

(6) 

• 

i 

1 

t 

t 

« 

1 

1 

1 

• 

Weighted 
units  of 
sale  s 

(5) 

19,666 
3, 180,118 
798, 633 
465, 209 
80, 307 
16, 105 
6, 623 
1,  606 
2,229 

oT 

s 

204 
204 
3,436 
148 
2, 327 
46,  245 
85,  546 
58 
2, 968 
6, 601 
47, 969 
58, 657 
260 
11.  284 
584 
28,  645 
16,314 
7,  593 
10,  266 
885 
240 
3, 075 
13,  695H 

3. 168 

Point 
value  for 
weight- 
ing units 
sold 

(4) 

^ ^ ^ ^ ^ 

i 

• 

1 

1 

1 

t 

t 

• 

1 

1 

Net  units 
of  sale  > 

(3) 

19,  666 
3, 180, 118 
798, 633 
465, 209 
80, 307 
16. 105 
5,  623 
1,606 
2, 229 

CO 

o 

09 

cq^c©^l^»ce009'^*“'©t^0^*'»'«9^c0000©»0  00 

©OC01^C^'^^fiOOOcO«OCOCCCfc'^»-«C9©b»00»5©  3 

COW'O  ^ CO  © © «-•  C>»  55  CO  CO  ^ ^ «9 

CO  ci<o*a  *-Tcor^qo  oocbt^o*^  coco  eo 

^00  ^ »0  ^ cs  1-H  ft 

Gross  units 
sold  1 

(2) 

eo«OT^*^^<o^‘Cooc^ 

peopcpoOkOi-Hci’ 
«-4  30  OJ  « « 
wH  ^ 

C9 

4,  576,  382 

102 
230 
3,  552 
74 
2,417 
46,  723 
85, 951 
29 
1, 491 
6, 753 
48, 550 
58, 994 
132 
11,540 
586 
29,  526 
16,  539 
7,713 
10,  266 
1,770 
3,900 
6,150 
13,  702 

2,415 

766 

Unit  of  sale 
(1) 

Gallon-..- 

Quart 

Pint 

pint 

Quart 

Pint. 

Quart 

Pint 

Pint 

Gallon 

Quart 

H pint 

Gallon 

Quart 

K pint 

Gill 

Gallon 

Gallon 

Quart 

H pint 

Gill 

Gallon 

H pint 

Gallon 

Quart 

Pint 

H pint 

12  ounces— 
5 pounds.. 
10  pounds. 

Tub 

8 ounces— 

8 ounces... 
8 ounces... 

CT 


o ^ 

£ 

Si 

o 


K 

-<«* 

_09 


X 

HH 

z 

Oi 

< 


§ 

s 

'O 

2 


M 

■g 


a 


M 


*5  0 0 or2  o 
®QQQ-2qSq  o 
^ ^ 


<§° 


to 

3 

a 


03 

•4.A 

o 


s 

o3 

Q> 

O 

•4^ 

3 

o 

o 


a 


o 

•4^ 

a 

6 6 S 6 b 6 


3 
ce 

® 3 
B 

bi  8 

S ® 
A O 


o o 


cs 

2 

o 

u$ 
3 
o 
to 

a 

O O 


I 

Im 


Xi 

V 


o o c 


bc  9 


Pm 


QQ 


O 

O 


o 


^ W W w W W w QT  W W V 

5.  a <N  a a -g  - 

PQ 


o 


o 

CO 


M o, 


O 

O 
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Appendix  Table  B1  DxsiTihutoT  1,  Stop  poijit  viBlhod  of  cov%puting  ttiodified  uTiiis  to  be  used  in  disiributitig  delivery  costs  by  products 

(retail  route  sales,  October  1935) — Continued 


Products 

Unitof  sale 

Gross  units 
sold  1 

Net  units 
of  sale  9 

Point 
value  for 
weight- 
ing units 
sold 

Weighted 
units  of 
sale  ’ 

Method  of 
second 
modifica- 
tion of 
units  sold 

Modified 
units  to  be 
used  in  dis- 
tributing a 
portion  of 
the  costs 

Subtotals 
of  modified 
points 

(1) 

(2) 

(3) 

(4) 

(6) 

(6) 

(7) 

(8) 

Butter: 

Salt 

Pound 

Pound 

Quart 

39, 934^4 
8, 227H 

30, 871 

I 

Sweet .. 

1 46,356H 

1 

46, 356 

23, 178 

Cocoa  milk 

30, 219 

15, 1093^ 

7,  555 

Malted  milk: 

Chocolate 

pint 

459, 188 

455,897 

V2 

227, 948312 

113,974 

2 pounds.. 
5 pounds.. 

1,010 

80 

1 

Do 

[ 1,127 

V) 

Plain . 

Shakers 

5jx)unds-. 
Number,  - 

80 

116 

00  01  i? 

1 

116 

V) 

1 

Miscellaneous:  • 

1 

Package- 

Package 

Package- 

Package— 

Package— 

2 

323, 404 

Oil  070 

I 320,425 

1 

347,892 

25,013 

173, 946 

3 

1 

1 

1 

4  

5  

96 
27, 371 

le,  tfoo 

96 
27, 371 

12, 

7  

8  

Package- 

Package.— 

Package— 

5,077 
49,413 
2, 935 

4,  6403-^ 
10,  388 

5,077 
1 49, 306 

1 

1 

49. 306 

24,  653 

Eggs: 

A 

} 

1 

B 

T^nrftn 

} 13,409>i 

1 

13, 409>^ 

6.  705 

Total  other  than  milk  (excluding  shakers  and  malted  milk) 

1,369, 303^4 

1,320,7463^ 

1. 075, 307 

537, 654 

537,  654 

Grand  total  (excluding  shakers  and  malted  milk) 

5, 945, 685^4 

5, 890,  242>ii 

5,  644, 803 

84,  569, 496 

4,  569,  496 

* Includes  all  sales  classed  as  retail  by  distributor. 

I Quantities  remaining  after  deducting  retail  sales  made  in  company  store  and  from  platform  directly  to  purchaser  ^ 

» Quantities  obtained  by  multiplying  column  (3)  by  column  (4). 

< Percentages  of  difference  between  pasteurized  milk  packages  and  modified  units  of  other  products 
« Packages  of  milk  sold  (4,569,496)  minus  weighted  units  of  other  products  (537,654). 

« Since  this  method  is  based  on  the  theory  that  cream  and  products  other  than  milk  are  incidental  deliveries,  milk,  being  considered  of  major  importance  in  application  of  the 
theory  is  given  either  a weight  of  1 or  the  weight  indicated  by  the  percentages.  Cream  and  products  other  than  milk  are  given  a vXe  of  H ^ importance  in  application  of  the 
7 Direct  commission  not  counted.  » vmue  ui  /a. 

* Note  that  this  quantity  is  the  same  as  shown  in  column  (5).  This  is  according  to  the  theory  that  all  products  should  equal  the  packages  of  milk  sold. 


Appendix  Table  B2 — Distributor  1. — Stop  point  method  of  distributing  delivery  costs  to  products  (retail-route  sales,  October  1935) 


Products 

Unitof  sale 
(1) 

Modified 
units  to  be 
used  in  dis- 
tributing 
a portion  of 
the  costs  ^ 

(2) 

Expense  groups  ^ 

Drivers* 
salaries, 
route  fore- 
man sal- 
aries. auto 
expense, 
stable  ex- 
pense, etc. 

(3) 

Ice  manu- 
factured, 
power, 
and  re- 
frigera- 
tion 

(4) 

Commis- 

sions 

(6) 

Miscella- 

neous 

Bonus 

(6) 

Milk 

bonus 

(7) 

Bottle 
expense, 
bottle  ex- 
change, case 
repairs,  and 
deprecia- 
tion 

(8) 

Cartons, 
bags,  etc. 

(9) 

Breakage 

(10) 

For  de- 
precia- 
tion and 
repairs 

(11) 

Butter 

box 

repairs 

(12) 

Totals 

(13) 

Pasteurized  milk 

Gallon 

17,314 

$308. 52 

$6.  79 

$379.  28 

$77. 12 

$50. 91 

fi9 

Do 

Quart 

2,797,058 

49, 841.59 

1,097. 19 

17, 785.  50 

4, 157.  19 

$6  175  68 

$505  42 

70  K7 

Do 

Pint ' 

702, 435 

12,  516.88 

275. 55 

2, 994.  92 

609.00 

3 353  60 

126  93 

no  Q7^  Qfi 

Do 

Half  pint.. 

409, 165 

7, 291.03 

160.50 

623.  05 

126.  69 

660. 12 

73  94 

Q 

Special  milk 

Quart 

80, 307 

1,432.08 

31.50 

633.  25 

155. 96 

3 76 

o o*;a  kk 

Do 

Pint 

16, 105 

287.19 

6. 32 

72.  67 

67  63 

75 

Certified  milk 

Quart 

5. 623 

100.27 

2.21 

61.29 

10  92 

21 

1A/4  Qi\ 

Do - 

Pint 

1,606 

28. 64 

.63 

8. 24 

6 74 

.06 

Acidophilus 

Pint 

2.  229 

39. 75 

.87 

26. 97 

9. 36 

7A  QS 

40  percent  cream 

Gallon 

102 

1.83 

.04 

11.  59 

.26 

IS  79 

Do 

Quart 

102 

1.83 

.04 

9.29 

.40 

18 

11  71 

Do 

Half  pint— 

1,718 

30. 80 

.67 

46.03 

4.88 

3. 14 

^9 

30  percent  cream... 

Gallon.... 

74 

1.33 

.03 

6.  82 

.19 

S *17 

Do 

Quart 

1,  m\i 

i 20.86 

.46 

87.  34 

4.  62 

2 13 

115  31 

Do 

Half  pint.. 

23, 122H 

' 414. 57 

9. 07 

; 495. 78 

65  62 

42  25 

1 097  9Q 

Do 

Gill 

42,  773 

766. 90 

16.  78 

504. 42 

213.  61 

78.16 

1 S7Q  87 

24  percent  to  25  percent 

Gallon 

29 

.52 

.01 

2.  44 

.08 

3.05 

cream. 

20  percent  cream 

Gallon 

1,484 

26. 61 

.58 

99.43 

3.  84 

130  46 

Do 

Qu'irt 

3, 3003^ 

.59. 18 

1.29 

176. 92 

12  81 

6 03 

9Rn  9*1 

Do 

Half  pint.  . 

23.9843i 

430.  03 

9.  41 

i 385. 70 

68.  06 

43  82 

937  02 

Do 

Gill 

29, 3283i 

525.  85 

11.50 

282. 98 

146.  47 

53.  59 

1 020  39 

20  percent  sour  cream 

Gallon 

1 130 

2.  33 

1 .05 

8.  95 

.34 

11  67 

Do 

Half  pint.. 

5, 642 

101. 16 

1 2.21 

64.76 

112. 96 

981  no 

Buttermilk 

Gallon 

292 

5.24 

1 . 11 

8.  43 

i.  51 

15  29 

Do 

Quart 

14, 3223^ 

256. 80 

5. 62 

165.  35 

55. 63 

1 41 

Do 

Pint 

8,157 

146.  25 

3.20 

56.  50 

68  51 

80 

97^;  9a 

Do 

Half  pint— 

3, 796H 

68.07 

1 1.49 

10.96 

io.  77 

.37 

91.66 

See  footnotes  at  end  of  table. 
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Appendix  Table  B2 — Distributor  1, — Stop-point  method  of  distributing  delivery  costs  to  products  {retail-route  sales,  October  1935) — Continued 
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Appendix  Table  B3 — Distributor  1. — Computation  of  final  unit  costs  {retail  route  sales,  October  1935) 


Products 

Unit  of  sale 
(1) 

Gross  units 
of  sale  1 

(2) 

Units  used  to  compute  final  unit  cost 

Delivery  costs  distributed  to 
products 

Unit  cost 

Name  > 
(3) 

Quantity  3 
(4) 

Company’s 
method  of 
grouping  < 

(5) 

Amount  * 
(6) 

Company’s 
method  of 
grouping  * 

(7) 

Using 
company’s 
methods  ? 

(8) 

Commis- 
sion’s com- 
putation ® 

(9) 

Pftsf Anri7.Ail  millf 

Gallon  

19,  763 

Quart  equivalent 

79, 052 

$822.  62 

$0. 0104 

Dn 

Quart 

3, 183, 785 

Quart  equivalent 

3, 183,  785 

79,  502.  57 

.0250 

T)n 

Pint  . .. 

■ 799,  794 

Quart  equivalent 

399, 897 

19, 876. 88 

.0497 

r>n 

pint 

466,  497 

Quart  equivalent 

116,  624 

3,  779,  358 

8.  935.  33 

$109, 197.  40 

$0. 6^9 

.0766 

Rnftriftl  milk’ 

Quart  

80,  626 

Quart  equivalent 

80, 626 

2,  256. 55 

.0280 

Do  

Pint 

16,  201 

Quart  equivalent 

8,101 

88,  727 

434.  46 

2, 691.01 

.0303 

.0536 

r^Art.ifiAfl  millr 

Quart 

5, 675 

Quart  equivalent 

5,  675 

164.  90 

.0291 

Do-  

Pint 

1,648 

Quart  equivalent 

824 

6,  499 

44.31 

.0322 

.0538 

Acidophilous  milk 

Pint 

2,  393 

Quart  equivalent 

1,197 

1, 197 

76.  95 

76.  95 

. 0643 

.0643 

Total 

4,  576,  382 

3, 875,  781 

3, 875,  781 

112,174.  57 

112,174.  57 

4n-nA.rf*An  f.  r.rAam 

Gallon 

102 

Quart  equivalent 

408 

13.  72 

. 0336 

Dn 

Quart 

230 

Quart  equivalent 

230 

11.74 

.0510 

Do  

pint 

3,  552 

Quart  equivalent 

888 

1,  526 

85.  52 

110.98 

.0727 

. 0963 

SO-nATAAnt  ArAATTl 

Gallon 

74 

Quart  equivalent 

296 

8.  37 

.0283 

‘ Dn 

Quart  ... 

2,  417 

Quart  equivalent- 

2,417 

115.  31 

.0477 

Dn 

pint _ _ 

46,  723 

Quart  equivalent 

11,681 

1, 027.  29 

.0879 

Do 

Gills 

85i  951 

Quart  equivalent 

10,  744 

25, 138 

1, 579. 87 

2, 730. 84 

.1086 

.1470 

24-  to  25-percent  cream.. 

Gallon 

29 

Quart  equivalent 

116 

116 

3. 05 

3. 05 

.0263 

.0263 

20-pArAAnt  PTAam 

Gallon 

1,491 

Quart  equivalent 

5,  964 

130. 46 

.0219 

‘ bo 

Quart 

6, 753 

Quart  equivalent 

6,  753 

256.  23 

.0379 

Do 

^ pint - 

48,  550 

Quart  equivalent 

12,138 

937. 02 

.0772 

Do 

Gills 

58,  994 

Quart  equivalent 

7,374 

32,  229 

1, 020.  39 

2,  344. 10 

.0727 

.1384 

20-pArnAnf,  .snnr  nrAam 

Gallon  

132 

Gallon  equivalent 

■ 132 

11.67 

.0884 

■ Do 

w pint 

11, 540 

Gallon  equivalent 

721 

853 

281.09 

292.  76 

.3432 

.3899 

Biitt-Armillr  . . 

Gallon  

586 

Gallon  equivalent 

586 

15.  29 

.0261 

Do 

Quart  . .. . 

29,  526 

Gallon  equivalent 

7,  382 

484.81 

.0657 

Do 

Pint  . . . . 

16,  539 

Gallon  equivalent 

2,067 

275.  26 

.1332 

Do 

^ pint - 

7,713 

Gallon  equivalent 

482 

10,  517 

91.66 

867.02 

.0824 

.1902 

Cottage  cheese 

12  ounces  

10,  266 

Pound  equivalent 

7,  700 

172.  99 

.0225 

Dn 

5 pounds ... 

1,770 

Pound  equivalent 

1,  770 

17. 18 

.0097 

Dn 

10  pounds 

3|900 

Pound  equivalent 

3,900 

4, 66 

.0012 

Do 

Tubs 

6, 150 

Pound  equivalent 

6,150 

19,  520 

51.  82 

246. 65 

.0126 

.0084 

Creamed  cottage  cheese 

R oiince.s 

13, 702 

Pound  equivalent 

6.851 

6, 851 

228.58 

228.58 

.0334 

.0334 

Special  cottage  cheese: 

A 

8 onnces 

2,415 

[pound  equivalent 

B 

8 ounces.--.-.- 

766 

1. 591 

1,591 

47. 09 

47.09 

.0296 

.0296 

Butter: 

Salt 

Pound  . . . 

39,  9344 
8. 2274 
30, 871 
459, 188 

Pound  Aouivalent 

} 48, 162 

Sweet 

Pound-.-.- 

Pound  Annivalent 

48, 162 

1,463. 09 

1, 463. 09 

.0304 

.0304 

Cocoa  milk 

Quart 

Gallon  equivalent 

7, 718 
28, 699 

391.  75 
3,  479. 12 

.0508 

.1212 

Do 

V^nint...  .. 

Gallon  eniiivalent 

36,  417 

3,  870. 87 

.1063 

Malted  milk: 

Chocolate 

2 pounds 

1, 010 
80 

Pound  equivalent-. 

1,010 

80 

14.  42 
1.19 
1.43 

.0143 

.0149 

.0179 

Do 

5 pounds 

Pound  equivalent 

Plain 

5 pounds 

80 

Pound  equivalent 

80 

1, 170 

17. 04 

.0146 

Shakers 

Number 

116 

Pound  equivalent 

Miscellaneous: 

1 

Package  

22,915 
323, 404 
24, 972 
96 
27, 371 
5, 077 
49, 413 
2,  935 

' 

2 

Package 

3 

Package 

• 

403, 835 

4 

Package 

403, 836 

7. 926. 51 

7,  926.  51 

.0196 

.0196 

5 

Package 

6 

Package 

7 

Package 

[package 

52,  348 

g 

52, 348 

1, 089. 87 

1, 089.87 

.0208 

.0208 

Eggs: 

} 

A 

Dozen 

4,640J 

^DozAn 

15,029 

16,029 

614. 17 

514. 17 

.0342 

.0342 

B 

Dozen 

10,  388 

Total  other  than  milk  (exclud- 

1,  369,  3034 

655,  302 

655,  302 

21,  752. 62 

21,752. 62 

ing  shakers  and  malted  milk). 

Grand  total  (excluding  shakers 

5, 945, 6854 

4,  531,083 

4,  631,083 

133,  927. 19 

133,  927. 19 

and  malted  milk). 

* These  are  the  same  quantities  shown  in  appendix  table  Bl,  column  (2). 

* Quart  equivalents  are  computed  by  multiplying  gallons  by  4;  quarts  remaining  as  quarts;  dividing  pints  by  2;  H pints  by  4;  and  gills  by  8.  Gallon  equivalents  are  computed 
by  le^ing  gallons  as  such;  dividing  quarts  by  4;  pints  by  8;  and  M pints  by  16.  Pounds,  packages  of  miscellaneous  products,  and  dozens  remain  as  such. 

* These  quantities  are  those  in  column  (2)  converted  according  to  the  method  outlined  in  note  2. 

< Instead  of  keeping  the  identity  of  all  sizes  of  products  after  conversion,  the  distributor  grouped  the  equivalents  by  products, 

* These  are  the  amounts  shown  in  appendix  table  B2,  column  (13). 

* Since  the  distributor  groups  equivalents  by  products  he  does  the  same  for  expenses. 

1 The  amounts  in  column  (7)  divided  by  corresponding  quantities  in  column  (5). 

*The  amounts  in  column  (6)  divided  by  corresponding  quantities  in  column  (4). 
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In  accordance  with  the  Commission’s  practice  of  deducting  all  sales  not  made 
from  routes,  such  sales  were  eliminated,  leaving  the  net  quantities  for  route  sales, 
shown  in  column  (3).  The  company  under  discussion  apparently  followed  this 
same  procedure  up  to  this  point.  Having  the  net  quantities  presumably  delivered 
on  routes,  the  next  step  is  the  multiplication  of  these  quantities  by  the  unit 
values  shown  in  column  (4).  The  multiplication  results  in  the  weighted  units 
shown  in  column  (5),  a reduction  from  the  total  net  units  of  sale  in  column  (3) 
of  5,890,242^4  to  5,644,803,  or  4.17  percent  as  shown  in  appendix  table  C. 

Appendix  Table  C. — Percentage  reductions  in  units  of  sale  by  several  modifications 


Number 

Percent 

reduction 

Tnt.ftl  nftt.  units  nf  raIa  ..  

5.890,242^ 
5, 644,803 
4, 669.496 

TTnit.s  aftftr  first  wfiighting  . . . --  

14.17 
* 19.05 
or 

*22.42 

Units  after  second  weighting 

1 Net  units  of  sale  as  base. 

* Units  after  first  weighting  as  base. 
’ Net  units  of  sale. 


After  this  first  weighting  the  modified  units  in  column  (5)  are  in  turn  modified. 
The  procedure  in  theory  and  application  is  to  reduce  by  one-half  all  items  except 
pasteurized  milk,  special  milk,  certified  milk,  and  acidophilus  milk.®  In  other 
words  it  is  claimed  that  while  the  products  other  than  those  just  named,  are  sold, 
such  sales  are  largely  possible  because  the  milk  items  named  are  sold.  Never- 
theless it  is  believed  these  other  products  should  assume  some  part  of  the  expense 
of  delivery  and  their  importance  in  this  assumption  is  reflected  in  this  manner. 
If  the  theory  were  applied  in  every  detail,  the  total  units  of  milk  obtained  after 
the  first  weighting,  namely,  4,569,496  (subtotal,  col.  (5))  would  be  the  number  of 
units  to  be  applied  to  aU  products;  that  is,  instead  of  all  products  equalling 
5,644,803  units  (col.  5)  they  would  now  equal  or  be  made  to  equal  4,569,496, 
which  is  seen  as  the  total  of  column  (7),  a reduction  from  the  first  modification  of 
the  net  units  of  sale  by  19.05  percent  (appendix  table  C).  In  order  to  make  all 
products  equal  to  the  total  given  in  column  (7),  the  sum  of  the  second  modified 
units  of  all  products  (537,654)  other  than  the  four  milk  products  mentioned  is 
^deducted  from  this  total,  leaving  a remainder  of  4,031,842  modified  units  to  be 
distributed  back  to  the  four  milk  products  as  compared  with  their  original 
quantity  of  4,569,496.  Ordinarily  this  distribution  is  made  to  each  product 
according  to  the  proportion  that  the  respective  (juantities  of  each  product  bore 
to  the  original  4,569,496,  for  example,  the  total  packages  of  pasteurized  milk 
being  4,463,626  or  97.68  percent  of  4,569,496,  would  equal  this  same  percent 
of  4,031,842. 

However,  since  the  respective  modified  quantities  ® of  special  milk,  certified, 
and  acidophilus  milk,  were  considered  as  a negligible  percent  of  the  total,  the 
company  in  question  carried  them  over  at  their  full  value  as  seen  in  column  (7). 
Therefore,  they  were  then  added  with  all  the  other  modified  units,  and  the  result- 
ing total  of  643,524  deducted  from  4,569,496,  leaving  a remainder  of  3,925,972 
(col,  8)  to  be  applied  to  pasteurized  milk.  The  company  in  using  quantities  for 
various  purposes  of  computations  simply  showed  the  different  products  as  such 
without  showing  the  different  sizes,  such  as  quarts,  pints,  half  pints,  etc.;  but  the 
commission,  as  observed  in  the  table,  has  kept  the  identity  of  the  individual  sizes 
of  containers  in  order  to  show  the  effect  of  the  method  upon  the  actual  units  of 
sale.  Accordingly,  in  the  company’s  application  of  the  stop-point  method,  pas- 
teurized milk  would  be  equal  to  3,925,972  units.  With  the  identity  of  the 
sizes  maintained,  the  commission  has  distributed  these  units  to  gallons,  quarts, 
pints,  and  half  pints  of  pasteurized  milk  according  to  the  proportion  which  the 
quantities  of  these  units  of  sale  bear  to  their  combined  total  in  column  (5),  so  in 
effect  the  results  obtained  were  the  same  except  that  the  company  submerged  the 
identity  of  the  individual  containers,  while  the  commission  has  maintained  this 
identity  as  an  important  factor  in  the  consideration  of  product  costs. 

« In  application  of  the  “stop-point”  method  to  wholesale  delivery,  cream  is  included  in  this  group. 

• Since  the  first  four  products  in  Appendix  Table  B1  were  multiplied  by  1,  their  modified  quantities  are 
the  same  as  their  original  net  quantities. 
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In  the  process  of  cost  accounting,  the  fundamental  reason  for  converting 
original  quantities  of  sales  to  other  units  is  to  express  them  in  terms  of  a common 
denominator,  which  in  this  case  is  the  modified  unit.  Such  a common  denomina- 
tor can  be  used  for  whatever  purpose  is  desired,  such  as  the  accumulation  of 
delivery  expenses  to  the  products  sold  expressed  in  terms  of  the  common  denomi- 
nator, as  they  are  here,  as  well  as  for  other  purposes,  as  in  the  case  under  discussion 
they  are  likewise  used  to  distribute  indirect  expenses  to  retail  delivery  and  whole- 
sale delivery — that  is,  those  expenses  which  cannot  be  directly  identified  with 
these  two  operations.  In  the  accumulation  of  so-called  delivery  expenses,  they 
are  simply  charged  to  a delivery  account,  which  in  turn  is  broken  down  and  dis- 
tributed to  retail  delivery,  wholesale  delivery,  and  possibly  to  other  types  of 
delivery.  For  simplicity,  however,  only  the  first  two  are  considered  to  illustrate 
the  use  of  modified  units  for  distribution  of  indirect  expenses.  One  of  these  in- 
direct accumulations  as  given  by  the  company  is  an  item  for  supervision  of 
$3,546.70.  During  the  course  of  the  month  some  of  the  supervision  would  nat- 
urally be  directed  to  retail  operations  and  some  to  wholesale.  Lacking  a more 
exact  and  practical  method  this  amount  is  distributed  to  the  respective  divisions 
according  to  the  modified  units  in  each  class  of  sales  as  shown  in  appendix  table  D. 

Appendix  Table  D. — Distribution  of  supervision,  and  indirect  item  of  expense,  to 

retail  and  wholesale  delivery 


1 

Classification 

Number 

Percent 
of  total 

Amount 

Retail  modified  units - 

i 569, 496 
177,836 

96.25 
3. 75 

$3,413.70 

133.00 

Wholesale  modified  units  i. - 

Total 

4.747,332 

100.00 

3,546.70 

I The  underlying  data  upon  which  the  computations  of  these  units  are  based  are  not  shown  in  this  report . 

In  addition  to  such  indirect  expenses,  there  are  of  course  direct  expenses  which 
can  be  identified  either  as  retail  delivery  expense  or  wholesale  delivery  expense. 
These  include  drivers’  salaries  and  bonuses,  vehicle  expense,  foremen’s  salaries, 
etc.  The  total  of  all  such  items,  including  direct  and  indirect  expenses,  for  this 
company  during  October  1935  amounted  to  $133,927.19.  This  is  made  up  of  the 
individual  amounts  shown  in  appendix  table  B2  which  represent  various  combina- 
tions of  expenses. 

Some  of  these  expense  groups  are  distributed  to  the  different  products  by  use  of 
the  modified  units,  or  by  some  other  method,  the  explanation  of  which  would  add 
nothing  to  the  value  of  the  report.  As  an  example,  however,  of  the  use  of  the 
modified  units,  the  amount  of  $81,485.80  can  be  considered.  The  modified  units 
are  used  for  this  purpose  by  dividing  the  amount  of  the  total  modified  units.  This 
average  expense  per  unit  would  then  be  multiplied  by  the  respective  quantities  of 
modified  units  of  each  product  giving  that  proportion  of  the  expense  applicable 
to  each  product.^ 

Having  accumulated  the  delivery  costs  by  products,  as  shown  in  appendix 
table  B2  (column  13),  the  next  and  final  step  is  to  compute  a unit  cost.  This  is 
shown  in  appendix  table  B3.  It  will  be  observed  that  the  expenses  by  products, 
as  given  in  column  (13)  of  appendix  table  B2,  have  been  transferred  to  column  (6) 
of  appendix  table  B3.  Furthermore,  it  will  be  noticed  in  column  (2)  of  this 
table  that  the  gross  units  of  products  sold  and  considered  as  retail  sales  by  the 

y Inastruch  as  the  ccnr-pany  irade  an  error  of  approximately  1,CC0  units  in  converting  one  product,  and 
since  the  net  quantities  as  shown  by  the  company  and  those  obtained  by  the  commission  were  not  the  same, 
the  amounts  distributed  by  the  company  following  its  method  and  the  commission,  if  it  followed  the  com- 
pany’s method  in  every  detail,  would  not  be  the  same.  To  approximate  the  totals  given  by  the  company, 
the  commission  has  taken  these  amounts  and  distributed  them  according  to  its  own  computed  modified 
units.  For  example,  the  company  computed  3,923,048  modified  units  for  pasteurized  milk  while  the  com- 
mission’s total  was  3,925,972  (appendix  table  Bl,  column  8),  or  a difference  of  2,924.  If  the  company’s 
method  was  followed,  the  part  of  the  $81,485.80  distributed  to  pasteurized  milk  would  be  $69,975.75  as  against 
W9,958.02  distributed  by  the  company,  or  a difference  of  only  $17.73  which,  of  course,  would  be  negligible 
in  the  final  results.  The  commission,  however,  accepted  the  company's  amount  and  divided  it  by  3,925,972, 
obtaining  a unit  expense  of  $0.0178193  (see  note  2,  appendix  table  B2),  which  in  turn  was  multiplied  by  the 
respective  modified  units  of  pasteurized  milk  as  computed  by  the  commission.  The  same  procedure  was 
followed  for  special  milk,  certified  milk,  acidophilous  milk,  and  the  other  products.  In  the  case  of  certified 
milk  and  acidophilous  milk,  the  commission’s  units  were  the  same  as  those  of  the  company.  In  the  case  of 
special  mi  Ik  the  quantities  differ  by  only  2. 
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company  are  to  be  used  in  the  final  computation.  These  are  converted  to  the 
various  equivalents  shown  in  columns  (4)  and  (5).  For  example,  quart  equiva- 
lents are  computed  by  multiplying  gallons  by  four,  quarts  remain  as  such,  pints 
are  divided  by  two,  and  one-half  pints  by  four.  As  previously  stated,  the  com- 
pany groups  all  quantitites  by  products  as  shown  in  column  (5)  while  the  com- 
mission has  maintained  the  identity  of  the  individual  sizes  in  column  (4),  In 
either  case  these  quantities  are  divided  into  the  amounts  shown  in  columns  (7) 
and  (6),  respectively.  The  company's  unit  cost  is  shown  in  column  (8)  while 
the  unit  costs  by  original  sizes  of  products  expressed  in  equivalents,  however,  are 
shown  in  column  (9). 

It  should  be  apparent  from  the  foregoing  discussion  that  the  application  of  this 
method  to  distribute  delivery  costs  to  products  is  complicated  and  the  question 
may  naturally  be  asked,  what  is  the  purpose  in  using  it?  Has  it  been  devised 
to  show  true  conditions  regarding  costs  of  delivery  or  is  there  a conscious  effort 
to  show  as  little  profit  as  possible  on  pasteurized  milk,®  or  even  losses,  so  that 
such  results  when  exhibited  may  help  to  quell  the  agitation  about  profits  on  milk? 
According  to  the  records  of  this  company  during  the  same  month,  as  used  for 
the  explanation  of  this  method,  only  a slight  profit  was  realized  on  pasteurized 
milk,  while  distributor  2,  as  discussed  below,  who  uses  the  same  method  of 
distribution  of  costs  actually  showed  a substantial  loss. 

Now  as  to  the  reasonableness  of  some  of  the  steps  in  the  application  of  the 
method  consider  the  weighting  of  the  net  quantities  of  products  by  multiplication 
with  the  unit  value  in  column  (4),  appendix  table  Bl.  These  values  are  shown  in 
appendix  table  E,  in  comparison  with  values  proposed  by  the  International  Asso- 
ciation of  Milk  Dealers.®  As  was  pointed  out  in  a previous  report  of  the 
commission,  such  values  were,  insofar  as  was  ascertainable,  arbitrarily  assigned 
to  the  different  products.  In  that  report  it  was  stated  that  “they  form  a con- 
venient basis  for  showing  certain  information  or  are  a convenient  guide  for  per- 
forming various  functions  of  accounting.”  Subsequent  questioning  of  those  con- 
nected with  the  industry  and  analysis  of  data  obtained  has  not  disclosed  a more 
substantial  explanation  for  their  existence  and  use.  If  this  is  true,  then  any  use 
of  quantities  modified  b}'^  such  arbitrary  units  will  continue  and  magnify  the 
element  of  error  thus  introduced.  This  is  true  unless,  of  course,  after  the  second 
modification  of  the  units  of  products  other  than  pasteurized  milk,  special  milk,, 
certified,  and  acidophilus,  the  net  result  is  to  reach  the  same  quantity  as  the 
original  net.  For  example  in  column  (3),  appendix  table  Bl,  the  net  quantity 
of  40  percent  cream  is  102  gallons.  The  first  modification  is  multiplication  of  this 
by  tw  o,  while  in  the  second  modification  the  result  obtained  in  this  way  is  multi- 
plied by  one-half  or  divided  by  two.  Other  examples  of  this  are  obvious  and 
emphasize  the  fact  that  while  a distributor  may  protest  involved  and  detailed 
methods  yet  he  himself  uselessly  employs  them.  For  further  inconsistencies  of 
application  of  this  method  concerning  this  particular  modification  the  reader  is 
referred  to  the  discussion  of  the  stop-point  method  as  applied  by  distributor  2. 
Impossible  also  to  understand  is  why  the  units  of  cocoa  milk  should  be  so  reduced 
that  they  are  ultimately  only  one-fourth  of  their  original  net  quantities  (columns 
5 and  7)  and  yet  this  same  product  as  shown  in  the  discussion  of  distributor  2 is 
used  by  him  in  the  totals  assigned  to  milk  products  in  addition  to  those  used  by 
distributor  1 and  are  consequently  used  as  the  total  assigned  to  all  products. 

« This  corresponds  to  that  usually  known  as  grade  B milk. 

* A Standard  Cost  Finding  and  Accounting  System  for  Milk  Dealers,  issued  by  the  International  Asso* 
elation  of  Milk  Dealers,  Chicago,  111.,  1923,  revised,  p.  36,  vol.  1. 

Ibid,  p.  85. 


iri' 
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Appendix  Table  E. — Unit  valites  or  weights  to  be  assigned  to  products  in  dis~ 
tributing  selling  and  administrative  costs  to  products  as  proposed  by  the  Inter^ 
national  Association  of  Milk  Dealers  ^ compared  to  those  used  by  distributor  1 


Product 

Container 

Unit  of  sale 

Proposed  by  association 

Used  by  dis- 
tributor 1 

Retail 

Retail 

and 

whole- 

sale 

Whole- 

sale 

Retail 

value 

Whole- 

sale 

value 

Inspected  whole  milk 

Quart 

1 

1 

1 

1 

1 

Do 

Pint 

1 

1 

% 

1 

Certified  whole  milk-... 

Quart  ........ 

1 

1 

1 

1 

1 

Do ... 

Pint 

1 

1 

% 

1 

H 

Do 

Half  pint 

1 

1 

Pasteurized  whole  milk.. 

Gallon 

1 

2 

2 

1 

2 

Do 

Quart 

1 

1 

1 

1 

1 

Do 

Pint 

1 

1 

1 

H 

Do  

Half  pint 

1 

1 

Pasteurized  skim  milk... 

Gallon ... 

1 

2 

2 

Do 

Quart 

1 

1 

1 

Certified  sweet  cream 

Half  pint 

1 

1 

1 

Pasteurized  sweet  cream. 

Gallon 

3 

3 

2 

3 

Do 

Quart 

1 

1 

1 

Do 

Pint 

1 

1 

1 

1 

1 

Do 

Half  pint 

1 

1 

% 

1 

U 

Pasteurized  sour  cream.  _ 

Quart 

1 

1 

IH 

1 

1V4 

Do 

Pint 

1 

1 

1 

1 

1 

Do 

Half  pint 

1 

1 

1 

1 

% 

Plain  buttermilk 

Gallon.. ... 

2 

2 

1 

2 

Do 

Quart 

1 

1 

1 

1 

1 

Do 

Pint ..... 

1 

1 

H 

1 

H 

Do 

Half  pint 

1 

V* 

1 

SpApial  hnt.fprTTiilk 

Quart, 

1 

1 

1 

1 

1 

Do 

Pint 

1 

1 

1 

H 

Do 

Half  pint 

1 

1 

h 

Putter,  salted 

63-pound  tub 

1 pound 

Do 

1-pound  carton 

1 pound 

1 

1 

1 

Do 

2-in-l-pound  car- 

1 pound 

1 

1 

1 

1 

ton.* 

Do 

4-in-l-pound  car- 

1 pound.... 

1 

1 

1 

1 

ton.* 

Do 

H-pound  carton... 

1 pound 

1 

1 

1 

Dn 

H'pound  carton... 

1 pound 

1 

H 

1 

1 

Butter,  sweet 

^pound  tub 

1 pound 

Do 

1-pound  carton 

1 pound 

1 

1 

1 

Do 

2-in-l-pound  car- 

1 pound 

1 

1 

1 

1 

ton. 

Do 

4-in-l-pound  car- 

1 pound 

1 

1 

1 

1 

ton.' 

Do 

H-pound  carton... 

1 pound 

1 

H 

1 

1 

Do 

H-pound  carton... 

1 pound 

1 

Va 

1 

1 

Cottage  cheese 

fi3-pniiTid  tiih 

1 pound 

H 

u 

V4 

Do 

10-pound  pail 

1 pound 

H 

Dn 

5-pnnnd  pail 

1 pound 

H 

V4 

Do : 

1-pound  carton 

1 pound 

1 

1 

Do 

^4-pound  carton... 

1 pound 

1 

1 

1 

1 

» As  given  in  “A  Standard  Cost  Finding  and  Accotmting  System  for  Milk  Dealers"  on  revised  p.  36, 
vol.  1,  system  issued  1923.  Also  in  "Simplified  Accounting  Manual  for  Milk  Dealers"  as  revised  in  1931, 
form  no.  32.  In  this  manual  delivery  exi^nses  ore  considered  as  a portion  of  selling  expenses. 
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This  involves  the  step  which  uses  4,569,496  units  (appendix  table  BI,  column  5) 
and  makes  all  products  equal  this  quantity  which  is  a reduction  of  22.42  percent 
from  the  net  quantities  of  units  of  sale  shown  in  column  (3).  (See  appendix 
table  C.)  It  will  be  recalled  that  the  company  used  this  figure  to  distribute 
$81,495.80  by  dividing  this  amount,  obtaining  a unit  expense  and  multiplying 
all  modified  units  by  this  unit  expense,  thereby  arriving  at  the  proportion  of  the 
total  applicable  to  the  respective  products.  In  other  words,  a figure  22.42  percent 
less  than  the  original  quantity  is  used  as  a divisor  in  this  process,  thereby  giving 
a larger  unit  expense  than  would  be  obtainable  had  the  original  quantity  been 
used  as  the  divisor.  Then  by  multiplying  the  quantities  of  special  milk,  certified 
milk,  and  acidophilous  milk,  which  have  maintained  their  original  quantities, 
and  pasteurized  milk,  which  quantity  has  been  reduced  proportionately  little, 
by  this  unwarrantably  increased  unit  expense,  the  greater  proportion  of  the  total 
expense  is  accumulated  to  these  products.  The  results  are  given  in  appendix 
table  B2,  which  shows  an  amount  of  $112,174.57  or  83.76  percent  of  the  total  ex- 
pense charged  against  these  products.  This,  of  course,  probably  explains  the 
slight  profit  on  the  four  products  just  named  as  shown  by  the  company  records. 

It  is  in  the  final  computation  that  a great  deal  is  hidden  as  shown  in  appendix 
table  B3.  It  will  be  noticed  that,  instead  of  converting  into  the  equivalents 
shown,  the  net  quantities,  the  company  converted  the  gross  sales  units,  w^hich  it 
will  be  recalled  include  sales  at  the  company  store  and  sales  at  the  platform. 
There  seems  to  be  little  reason  why,  if  these  have  not  figured  in  the  distribution 
of  costs,  they  should  now  be  considered  in  computing  the  final  unit  cost.  Accord- 
ing to  the  company’s  method  of  converting  all  products  into  the  equivalents 
shown  and  combining  them  as  in  column  (5),  and  combining  the  costs  as  shown 
in  column  (7),  the  final  cost  per  quart  equivalent  is  $0.0289  shown  in  column  (8). 
After  analyzing  the  method  of  distributing  costs,  and  then  observing  the  manner 
in  which  such  amounts  are  used,  it  would  appear  that  a unit  cost  of  this  kind  is  of 
little  value  to  indicate  the  cost  of  delivering  a quart  of  milk.  Furthermore, 
the  method  itself,  more  than  ever,  in  this  final  computation  appears  to  lack 
validity,  since  if  quart  equivalents  arrived  at  by  converting  gallons,  quarts, 
pints,  pints,  are  to  be  used  as  a divisor,  they  should  be  converted,  using  their 
original  identity.  However,  the  unit  costs  in  column  (9)  show  wdiat  happens, 
when  this  is  done;  that  is,  the  smaller  the  size  of  the  container  the  greater  its  cost 
on  a quart  equivalent  basis.  While  in  reality  there  is  a certain  degree  of  truth 
in  this  as  disclosed  in  the  commission’s  method  of  computing  unit  costs  the 
difference  is  not  inversely  proportional  to  the  size  of  the  container  as  would  seem 
to  be  indicated  by  the  results  obtained. 

STOP-POINT  METHOD  OP  DISTHlBtFTING  RETAIL  DELIVERY  COSTS  TO  PRODUCTS 

AS  APPLIED  BY  DISTRIBUTOR  2 

This  distributor  is  also  supposed  to  use  the  stop-point  method.  The  applica- 
tion in  this  case  is  shown  in  appendix  tables  FI  and  F2.  The  net  sales  as  shown 
in  column  (2)  are  converted  by  multiplication  by  the  values  shown  in  column  (3) 
residting  in  the  same  quantities  with  the  exception  of  pints  of  acidophilous.  In 
accordance  with  the  theory  as  already  explained,  the  total  number  of  sales  units- 
of  the  several  grades  of  w^hole  milk  (including  acidophilous  milk)  is  supposed  to  be 
used  as  the  new  grand  total  of  all  products;  but,  as  shown  in  column  (4),  this  dis- 
tributor included  his  sales  of  cocoa  milk  with  his  whole-milk  sales,  resulting  in  a 
total  of  323,263.  This  number  was  used  as  the  new  grand  total,  to  be  divided 
between  the  principal  products  and  the  other  products.  One-half  of  the  respec- 
tive quantity  of  each  of  the  other  products  was  then  extended  as  a component  of 
this  new  grand  total:  the  aggregate  of  these  was  45,326.  This  left  277,937  out  of 
the  new  grand  total  (323,263)  to  be  assigned  to  the  principal  products  (whole 
milk  and  cocoa  milk). 

» As  is  evident,  the  use  of  this  column  has  little  value  since  resulting  quantities  are  the  same  with  the- 
exceptiou  of  pint  bottles  of  acidophilous.  The  company  showe<i  21  quarts  as  being  sold  but  actually  sold 
42  pints,  so  the  column  has  been  inserted  simply  to  show  this  fact. 
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Products 

Unit  of  sale 
(1) 

Weight- 
ed units 
of  sale  ^ 

(2) 

Units  used  to  compute  final  unit  cost 

Delivery  costs  dis- 
tributed to  products 

Unit  cost 

Name  • 
(3) 

Quantity^ 

(4) 

Com- 
pany’s 
method 
of  group- 
ing < 

(6) 

Amount  • 
(6) 

Company's 
method  of 
grouping  ® 

(7) 

Using 
com- 
pany’s 
method  ^ 

(8) 

Commis- 
sion com- 
putation * 

(9) 

Pasteurized  milk 

rin  

Gallon 

Quart - 

602 
246,228 
32,  438 
5,861 

Quart  equivalent 

Quart  equivalent 

2,008 
246,  228 
16, 219 
1. 463 

$21.87 
I 10, 725. 61 
1, 412.98 
254. 87 

Cents 

$0.  0109 
.0436 
.0871 
.1742 
.0436 
.0871 
.1688 
.0436 
.0872 

.0436 

Do 

Tin 

Pint - 

pint - — 

Quart  equivalent 

Quart  equivalent 

265, 918 

$12, 415. 23 

$0. 0467 

Special  milk.— 

Quart 

16, 007 
4, 372 
31 
1,605 
895 

Quart  equivalent 

16,007 
2, 186 
8 

1,605 

447 

697.  25 
190.  44 
1. 35 
69. 91 
38.99 

10 

Do 

Do 

Pint 

pint 

Quart  equivalent 

Quart  equivalent 

18,  201 

889.04 

.0488 

Certified  and  inspected 

Do - 

Cocoa  milk 

Quart 

Pint 

Gallon 

Quart  equivalent 

Quart  equivalent 

2, 052 

108. 90 

.0531 

Do 

Do 

Tin 

Quart 

Pint 

H pint 

8,  751 
2,824 
3. 759 

Quart  equivalent.---.-----.- 

Quart  equivalent 

Quart  equivalent 

o,  /Oi 

1,412 

940 

11, 103 

123. 01 
163.74 

667. 94 

.0602 

.0871 

.1742 

Tot-fll  

323,263 

297, 274 

297, 274 

14,  081.11 

14,  081.11 

14 
1,003 
822 
30,  526 
1 

65 
57 
2, 644 

Quart  equivalent 

56 
1,003 
411 
7, 632 
4 
65 
29 
661 

.35 
26.  41 
20.  82 
773.27 
.03 
1. 39 
1.44 
66.98 

.0063 

.0253 

.0507 

.1013 

.0076 

.0253 

.0497 

.1013 

Light  cream - 

Quart  equivalent 

Do — 

■pint 

Quart  equivalent 

Do.--- ---i-----------  — ----- 

nint.  . 

Quart  equivalent 

9, 178 

819. 86 

.0893 

JJO--- ----------------- ----------- 

Heavy  cream 

Gallon 

Quart  equivalent 

Do - 

Quart — - 

Quart  equivalent— 

Quart  efiuivalent 

Do.------ — 

nint.  . . _ . 

Quart  equivalent 

749 

69.84 

.0932 

lyO------ 

25  percent  cream 

30  percent  cream 

Gallon 

Gallon 

Sour  cream 

Do-. 

Gallon 

Jars 

306 

229 

776 

Quart  equivalent 

Quart  equivalent 

76 

916 

775 

7.  73 
5. 80 
19.  63 

.1017 

.0063 

.0253 

Do - 

Quart 

Quart  equivalent 

i,691 

33. 16 

. 0196 

Gallon.. 

Quart 

Pint 

H pint 

Gallon 

Quart 

Pint 

M pint 

Quart 

Pint 

Gallon 

Pint 


Pound 

Pound 

Pound 

10-pound-gallon  container. 

5-pound  carton 

3-pound  carton 

Jars - 

10-pound-gallon  container. 

3-pound  carton 

Jais 

Dozen 

1 pound 

2 pounds. 

5 pounds. 

1 pound. 

1 pound. 


12 
1. 857 


70 
179 
9,  239 
550 


21 


401 

13,609 
2, 671 
1,514 
730 
2, 680 
261 
8,  920 
100 

24 
43 

8, 057 
2 

3, 248 

25 
7 
1 


Quart  equivalent. 
Quart  equivalent. 


Quart  equivalent. 
Quart  equivalent. 
Quart  equivalent. 
Quart  equivalent. 
Quart  equivalent. 

Quart  equiv^ent. 

Quart  equivalent. 


Pound 

Pound 

Pound 

Pound 

Pound 

Pound 

Pound 

Pound 

Pound 

Pound 

Dozen. 

Pound 

Pound 

Pound 

Pound 

Pound 


equivalent. 

equivalent. 

equivalent. 

equivalent. 

equivalent. 

equivalent. 

equivalent. 

equivalent. 

equivalent. 

equivalent. 


equivalent. 

equivalent. 

equivalent. 

equivalent. 

equivalent. 


48 

1,857 


18 
716 
9, 239 
275 


11 


12, 364 


17, 794 


Creamed  buttermilk 

Do 

Do 

Do 

Plain  buttermilk 

Do 

Do 

Do  : 

Acidophilous 

Do 

Lactic 

Do 

Butter: 

Salt 

Sweet 

Special 

Creamed  cottage  cheese 

Do 

Do 

Do 

Plain  cottage  cheese 

Do 

Do 

Eggs 

Chocolate  malted  milk. 

Do 
Do 
Do 

Plain  malted  milk 

Total,  other  than  milk. 

Grand  total, 

J Quantities  are  the  same  as  shown  in  appendix  table  FI,  column  (4). 

computed  by  multiplying  gallons  by  4;  quarts  remaining  as  quarts:  dividing  nints  bv  2-  and  u ninf«  a 
containers  by  weight  converted  to  pounds,  while  dozens  of  eggs  rem^n  as  such.  uiviaing  pints  Dy  2,  and  J^-pInts  by  4, 

These  quantities  are  those  in  column  (1)  converted  according  to  the  method  outlined  in  note  2 

• Since  the  distributor  groups  equivalents  by  products  he  does  the  same  for  expenses. 

I Lu  arnounts  in  column  (7)  divided  by  corresponding  quantities  in  column  (5)» 

• The  amounts  in  column  (6)  divided  by  corresponding  quantities  In  column  (4). 


200 

13,609 
2,671 
1,514 
730 
2, 680 
261 
6,690 
100 

24 
32 

8,057 

2 

3.  248 

25 
7 
1 


10,  517 
8,057 


.30 

47.04 


1.77 
4.53 
234.04 
13.  93 


.53 


10. 16 

344.  74 
67.66 
38. 35 
18. 49 
67. 89 
6. 61 
225.96 
2.  53 
.61 
1.09 
204. 10 
.05 
82.  28 
.63 
.18 
.03 


312. 30 


450.75 


323. 18 
204. 10 


0253 


0253 


0307 

0253 


.0063 

.0253 


.0983 

.0063 
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.0254 

.0341 
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.0250 
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Pound  equivalents  are  all  products  sold  in 
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The  total  delivery  expense,  $16,377.46,  was  then  divided  between  the  principal 
products  and  the  other  products  as  groups  in  proportion  to  these  two  numbers 
(277,937  and  45,326,  respectively),  resulting  in  the  assignment  of  $14,081.11 
to  the  principal  group  and  $2,296.35  to  the  other  group.**  The  first  stated  portion 
was  then  divided  among  the  several  grades  of  whole  milk  and  cocoa  milk  in  pro- 
portion to  the  respective  numbers  of  sales  units  delivered  (aggregating  323,263 
units) ; **  and  the  other  stated  portion  was  divided  among  the  various  products 
composing  the  other  group  in  proportion  to  their  respective  sales  units  delivered 
(aggregating  90,652  units).**' 

Up  to  this  point  there  were  two  noteworthy  differences  between  the  applica- 
tion of  the  stop-point  method  by  distributor  1 and  distributor  2.  Distributor 
2 included  cocoa  milk  among  his  principal  products:  distributor  1 did  not.  In 
distributing  the  delivery  expense  assigned  to  the  principal  group  among  its  con- 
stituents, distributor  2 apportioned  it  strictly  in  proportion  to  the  numbers  of 
sales  units  of  the  respective  constituents:  distributor  1 departed  from  the  strict 
proportion,  assigning  slightly  less  to  ordinary  pasteurized  milk  (which  constituted 
the  greatly  preponderating  proportion  of  the  total)  and  slightly  more  to  the  other 
grades  of  milk. 

The  next  and  final  step  was  to  compute  the  various  unit  expenses,  which  is 
illustrated  in  appendix  table  F2.  It  will  be  observed  that,  as  usual,  the  com- 
mission has  maintained  the  identity  of  the  different  containers.  The  company 
does  not  do  this  but  simply  shows  products  by  groups  without  regard  to  sizes 
as  indicated  in  column  (5).  Comparing  the  results  as  obtained  in  column  (8) 
with  those  in  column  (9)  it  is  obvious  that  in  grouping  all  sizes  of  products  there 
is  considerable  averaging  which  must  of  course  be  necessary  or  otherwise  a unit 
cost  is  obtained  as  high  as  17.42  cents  ($0.1742)  which  is  that  for  a H*pint  con- 
tainer. This  means  that  by  the  use  of  the  group  method  the  distributor  shows 
that  it  costs  him  4.67  cents  ($0.0467)  to  deliver  a quart  of  milk.  If  carried  out 
by  different  sized  units,  as  the  commission  has  done,  approximately  the  same 
result,  namely,  4.36  cents  is  obtained  for  milk  in  quart  bottles.  . However,  when 
a quart  of  pasteurized  milk  is  defivered  ih  four  H“Pint  bottles,  the  figures  indicate 
that  the  cost  is  17.42  cents.  In  this  case  the  distributor  sold  pints  of  pasteurized 
milk  for  3)4-cents  per  bottle  or  a quart  in  four  )^-pint  bottles  for  14  cents.  In 
other  words,  without  even  considering  costs  other  than  delivery,  he  would  lose  3.42 
cents  on  every  four  H-pint  bottles  of  pasteurized  mdk  delivered.  This,  of  course, 
appears  very  far-fetched.  In  the  case  of  pints,  it  appears  that  his  income  would 
exceed  his  costs.  At  a selling  price  of  7 cents  per  bottle  the  distributor  would 
receive  14  cents  for  a quart,  while  according  to  the  delivery  cost  figures  in  ap- 
pendix table  F2,  column  (9),  it  would  cost  him  only  8.71  cents  to  deliver  this  in 
two  pint  bottles.  The  inconsistency  of  such  results  is  not  evident  by  the  com- 
pany’s method  of  grouping.  The  results  obtained  by  distributor  1 showed 
similar  discrepancies  in  plausibility. 

Furthermore,  by  referring  to  appendix  table  Bl,  column  (4),  it  will  be  seen 
that  a number  of  the  products  were  reduced  and  then  by  the  values  in  column  (6) 
reduced  again.  At  the  same  time  certain  products,  for  example,  gallons  of  cream, 
were  increased  in  the  former  column  and  reduced  in  the  latter  column  without 
affecting  the  original  quantities.  Distributor  2 did  not  take  this  intermediate 
step  except  in  the  case  of  acidophilus,  and  simply  reduced  certain  original 
quantities  by  one-half. 

A more  startling  deviation  in  the  application  of  the  stop-point  method  by  the 
two  distributors  is  the  treatment  of  what  is  designated  as  cocoa  milk.  It  will  be 
remembered  that  the  theory  is  that  products  other  than  milk  are  delivered 
because  milk  is  delivered  ana  accordingly  distributor  1 considered  cocoa  milk  as 
a byproduct  of  the  sales  of  milk.  However,  in  appendix  table  FI,  it  will  be  ob- 
served that  distributor  2 has  included  cocoa  milk  as  of  the  same  value  as  milk,  the 
implication  being  that  other  products  are  delivered,  because  milk  and  cocoa 
milk  are  delivered,  apparently  an  illogical  expansion  of  the  original  theory. 
If  this  were  true,  because  of  local  conditions,  no  issue  could  reasonably  be  taken 
with  this  deviation,  but  computations  show  that  the  units  of  sale  of  cocoa  milk 
for  distributor  2 were  only  3.7  percent  of  the  total  units  sold,  while  for  distributor 
1 they  were  8.3  percent  and  yet  they  were  considered  as  incidental  deliveries. 
In  passing  it  may  be  of  interest  to  note  that  distributor  2 showed  a loss  on  cocoa 

u By  the  process  of  dividing  the  total  delivery  expense  ($16,377.46)  by  323,263,  giving  a quotient  of 
$0.0506629,  and  by  multiplying  this  quotient  by  277,937  and  45,3^,  respectively. 

u By  the  process  of  dividing  $14,081.11  by  323,263,  giving  a quotient  of  $0.0435593,  and  multiplying  this 
quotient  by  the  respective  numbers  of  sales  units  delivered. 

n By  the  process  of  dividing  $2,296.35  by  90,652,  giving  a quotient  of  $0.02533148,  and  multiplying  this 
quotient  by  the  respective  numbers  of  sales  units  delivered  (column  4). 
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milk.  On  the  other  hand  distributor  1 showed  a substantial  profit  on  cocoa 
milk.  Either  a slight  profit,  or  a loss,  seems  to  be  the  inevitable  fate  of  all 
those  products  considered  as  of  major  importance. 

Another  deviation  from  the  stop-point  method  as  applied  by  distributor  1 is 
in  the  method  of  handling  the  delivery  expense  after  dividing  it  into  two  portions, 
namely,  $14,081.11  and  $2,296.35.  Distributor  2 after  computing  the  modified, 
units  simply  uses  them  in  two  groups  to  divide  the  expenses  as  just  mentioned. 
Then  he  goes  back  and  uses  the  quantities  of  units  of  sale  as  weighted  in  column 
(4)15  distribute  the  costs  to  the  respective  products,  while  distributor  1 uses 
the  units  as  modified  the  second  time.  Furthermore,  instead  of  taking  each 
group  of  expense  and  using  practically  a different  method  to  distribute  each  group, 
distributor  2 makes  no  distinction  by  groups  of  expense,  the  practice  being  to 
distribute  the  costs  as  one  lump  sum.  It  is  believed  that  these  deviations 
undoubtedly  have  some  effect  in  causing  the  differences  in  unit  costs  shown  by  a 
comparison  of  the  two  tablesf. 

METHOD  USED  BY  DISTRIBUTOR  3 TO  DISTRIBUTE  RETAIL  DELIVERY  COSTS  TO 

PRODUCTS 

Representatives  of  this  distributor  more  or  less  agreed  that  the  method  used 
to  allocate  those  costs  which  included  delivery  costs  to  products  was  not  accurate 
and  simply  served  the  purpose  of  presenting  data  for  the  company’s  own  guidance. 
They  did  believe,  however,  that  an  accurate  method  should  be  devised  by  the 
industry  so  that  individual  members  could  see  actual  conditio^ns  reflected  in  their 
particular  operations,  and  so  that  complaints  of  consumers  and  producers  could 
be  honestly  arbitrated  in  light  of  the  true  facts  concerning  costs.  In  the  mean- 
time they  felt  that  their  method  of  obtaining  fitial  unit  costs  would  not  make 
them  comparable  with  thojse  obtained  by  other  members  of  the  industry.  This 
same  reasoning  can,  of  course,  be  applied  to  the  industry  af  large. 

This  distributor,  in  computing  delivery  costs,  groups  all  classes  of  retail  and 
wholesale  sales  together  as  well  as  the  delivery  costs  accrued  because  of  these 
sales.  Instead,  however,  of  showing  these  latter  costs  as  an  individual  item,  they 
are  included  with  selling  costs  and  the  total  is  distributed  to  products.  In 
keeping  with  the  Commission’s  procedure  of  showing  retail  delivery  costs  and 
wholesale  delivery  costs  as  w^ell  as  sales  in  these  two  classifications,  the  quantities 
of  sales  units  shown  in  appendix  table  G,  column  (2),  are  the  quantities  given  by 
the  company  less  those  sales  which  wrere  strictly  wholesale.  Likewise,  the 
amount  of  $36,604.04  is  that  portion  of  the  total  selling  and  delivery  cost  which 
has  been  identified  with  retail  delivery  activities. 

The  first  thing  done  by  the  company  is  to  assign  the  cost  of  2 cents  ($0.0200) 
shown  in  column  (3)  to  the  net  quantities  given  in  column  (2)'T  This  amount  is 
arbitrarily  assigned  and  is  what  the  company  believes  to  approximate  handling 
costs  of  the  products  to  w’hich  it  apphes.  Accordingly,  it  is  multiplied  by  the 
respective  net  units  of  sale  in  column  (2)  resulting  in  the  corresponding  amounts 
for  each  product  in  column  (7).  The  total  of  the  amounts  thus  distributed  is 
subtracted  from  the  delivery  expense  of  $36,604.04.  The  remainder  of  $35,187.60 
is  therefore  that  part  to  be  absorbed  by  the  other  commodities. 

This  is  accomplished  by  first  subtracting  the  packages  of  the  commodities  from 
^im  milk  to  orange  juice,  inclusive,  namelv,  70,822,  from  the  total  of  all  products. 
The  deduction  results  in  827,816  packages.  In  order  to  distribute  the  $35,187.60 
it  IS  divided  by  827,816  giving  a quotient  of  $0.0425065  as  an  average  to  be  used 
in  distributing  delivery  expense  by  product-s.  In  other  words  it  is  assumed  that 
all  remaining  products  should  absorb  the  delivery  costs  at  the  same  rate  per  unit 
w'hich  is  done  by  multiplying  the  rate  by  the  net  quantities  in  column  (2).  The 
results  thus  computed  in  column  (7),  when  added,  equal  the  amount  distributed, 
namely,  $35,187.60.  This  w'hen  added  to  $1,416.44  previously  distributed  equals 
the  full  amount  of  the  delivery  expenses. 

It  is  obvious,  of  course,  that  the  commission  has  again  maintained  the  identity 
of  the  original  units  of  sale  throughout.  The  distributor,  how’ever,  converts  all 
products  into  quart  equivalents,  or  shows  them  as  original  units  in  case  of  pounds, 
but  this  is  done  by  products  and  not  by  units.  According  to  the  companv’s 
method,  therefore,  the  final  unit  cost  by  products,  and  not  by  packages,  is  ob- 
tained by  dividing  the  quantities  show'n  in  column  (6)  into  the  dollars  shown  in 
column  (8)  which  gives  the  results  as  the  company  would  obtain  them  in  column 
(9).  Similarly  the  commission’s  results  in  column  (10)  are  the  quotients  of 
column  (7)  divided  by  column  (5). 

n It  will  be  observed  that  with  the  exception  of  acidophilus  milk  the  quantities  are  the  same  as  originally. 


Appendix  Table  G. — Distributor  S:  Distributor’s  method  of  distributing  delivery  costs  to  -products  {retail  route  sales,  October  19S5) 
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Insofar  as  consistency  is  concerned  the  company  used  the  identical  method  in 
computing  wholesale  unit  costs. 

As  to  the  reasonableness  of  the  method,  it  lacks  accuracy  which,  as  already 
stated,  is  acknowledged  by  the  distributor  involved.  The  first  element  of  error 
is  the  arbitrary  assignment  of  the  2 cents  to  the  items  shown.  It  could  probably 
just  as  well  be  assumed,  without  any  greater  degree  of  error,  that  it  would  cost 
the  same  amount  to  handle  each  of  the  other  commodities.  Computations, 
however,  show  that  after  deducting  the  expense  accumulated  by  use  of  the  2 
cents  and  dividing  the  remaining  units  into  the  remaining  expense  ($35,187.60), 
the  average  expense  per  unit  ($0.0426065)  is  slightly  in  excess  of  twice  the  as- 
signed unit  expense.  It  is  apparent  that  all  items  accumulating  costs  according 
to  this  unit  will  receive  twice  as  much  proportionately  as  other  items.  The  effect 
is  somewhat  analagous  to  that  produced  in  the  stop-point  method  when  all  items, 
other  than  milk,  were  reduced  in  quantity  by  one-half  thereby  loading  an  increased 
proportion  of  the  costs  on  milk  items,  and  in  the  case  under  discussion,  also  on 
cream. 

Furthermore,  an  analogy  may  be  observed  in  the  effect  of  converting  quantities 
to  quart  equivalents.  In  the  stop-point  method,  in  which  the  final  step  was  the 
conversion  to  quart  equivalents,  the  unit  cost  increased  approximately  inversely 
with  the  sizes  of  the  units  of  sale  when  these  were  allowed  to  maintain  their 
identity.  They  do  likewise  in  this  method,  but  the  effect  is  not  noticeable  when 
the  identities  of  the  units  are  submerged.  Tliis  fact,  in  addition  to  some  of 
the  other  points  discussed,  should  serve  to  indicate  that  the  method  under  such 
circumstances  cannot  present  a true  statement  of  the  cost  to  deliver  a quart  or 
any  other  sized  bottle  or  container. 

DISTRIBUTING  DELIVERY  COSTS  TO  PRODUCTS  BY  USE  OF  COMMISSION  POINTS  AND 

WEIGHTED  SALES  UNITS 

Distributor  4 used  a method  similar  to  that  of  distributor  3 to  show  his  delivery 
costs  in  that  he  grouped  them  in  a combined  expense  classification  known  as 
“Selling  and  Delivery.”  In  this  grouping  it  would,  of  course,  be  impossible  to 
ascertain  what  portion  of  any  resiilting  unit  expense  was  attributable  to  delivery 
and  what  portion  to  selling. 

To  bring  out  the  importance  of  delivery  exy>enses  in  this  connection,  as  in 
analyses  of  other  distributors  who  grouped  their  expenses  so  that  no  one  of  the 
expense  items  was  distinguishable,  the  commission  has  selected  those  items  of 
expense  which  it  considered  delivery  expenses  and  which  are  similarly  con- 
sidered by  the  industry  and  deducted  them  from  the  total  of  selling  and  delivery 
expense  shown  by  the  company.  Furthermore,  from  this  amount  were  deducted 
certain  delivery  expenses  of  a branch  which  had  a number  of  wholesale  routes, 
the  sales  on  which  had  been  included  by  the  distributor  in  his  retail  sales.  The 
remainder  after  such  deductions  was  $102,248.70  and  is  as  accurate  an  amount 
as  it  was  practicable  to  obtain  that  can  reasonably  be  considered  as  retail  delivery 
expense. 

In  the  same  manner  all  sales  at  this  branch  were  subtracted  from  the  sales  shown 
as  retail  by  the  distributor  resulting  in  the  quantities  shown  in  appendix  table  H, 
column  (2).  In  the  final  analysis,  therefore,  as  a working  base  the  Commission 
has  both  retail  sales  and  retail  delivery  expenses  within  what  is  believed  to  be  a 
small  degree  of  error. 

In  showing  final  unit  costs  the  distributor  converts  all  original  sizes  of  con- 
tainers into  the  equivalents  shown  in  appendix  table  H,  column  (11).  Obviously, 
such  units  have  little  value  for  use  by  the  layman,  and  likewise  are  of  little  value 
for  comparison  with  other  distributors’  costs.  It  is  again  a device  that  submerges 
the  identity  of  the  different  units  of  sale.  Accordingly,  in  order  to  translate  the 
unit  costs  into  more  understandable  terms,  the  Commission  has  distributed  the 
total  delivery  expense  using  the  same  method  employed  by  the  company  and 
has  then  maintained  the  identities  of  the  original  sized  containers  in  computing 
the  final  unit  costs. 
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Appendix  Table  H. — Distributor  4’  Distributor's  method — distributing  delivery  costs  to  products  by  use  of  commission  points  and  weighted 

sales  units  {retail  route  sales,  October  1935) — Continued 


Bulk  processed 
products 


Unit  of  sale 


Net 

quantity 
of  units 
sold  1 


Unit 
value  for 


mission 

points 


Computed 
points  to 
distribute 
the  com- 
mission 
to  prod- 
ucts 


Total  of 
com- 
mission 
expense 
distrib- 
uted to 
products 


Unit 
value  for 
distri- 
bution 
of  selling 
expenses 
other 
than 
commis- 
sions 


Computed 
points  to 
distribute 
selling  ex- 
pense other 
than  com- 
missions 


Total 

delivery 

expense 

other 

than 

commis- 

sions 


Total  of 
commis- 
sion and 
other  de- 
livery ex- 
pense dis-  Com- 
tributed  to  missions 
products  compu- 
tation 


Unit  cost 


Company’s  method  of  grouping 


Name  of 

equiva-  Quantity  Expense  unit* 

cost 


Bottled  processed 
products: 
Pasteurized  milk.. 

Do 

Do 

Certified  8 milk.. 

Do 

Certified  T milk_. 

Do 

High-test  U milk. 

Do 

Do... 

High-test  V milk. 

Do 

40  percent  pas- 
teurized cream. 

Do 

34  percent  pas- 
teurized cream. 

Do 

Do 

24  percent  pas- 
teurized cream. 

Do 

Do 

Do 

18  percent  pas- 
teurized cream. 
15  percent  pas- 
teurized cream. 
20  percent  sour 
cream. 

Do 


Pint 

H pint — 
Quart 

Pint 

^ pint — 
H pint — 
Quart 

Quart 

10-ounce 

jar. 

Pint 


1,433, 278 
105, 788 
7, 740 
5, 194 
633 
1, 160 
94 

176, 642 
13,317 
1,616 
19, 989 
356 
136 


13,941 

22,161 

363 

36,503 
176, 204 
14,894 
11 

2,683 

1,204 


Special  brand  milk 

Do 

Bottled  manufac- 
tured products: 
Acidophilous 
milk. 

Do 

Lactose 

Do 

Synthetic  butter- 
milk. 

Do 

Do-.- 

Special  butter- 
milk. 

Do 

Cocoa  drink 

Do 

Do 

Orange  drink 

Do 

Do 

Grand  total  for 
all  classifica- 
tions  


Quart. 

Pint., 


Quart. 


6, 620 
61 


117 
17,414 
2,601 
32,  702 

78 
139 
18, 440 

12 

46,  766 
4,  703 
18, 144 
7,228 
6,391 
6 


1, 433, 278 
62,894 
1,936 
6, 194 
317 
1,160 
47 

176,642 
6, 658 
404 
19, 989 
178 
272 


27,882 
22, 161 
1,  412 

71, 006 
176,  204 
7, 447 
44 

10,732 
1, 204 


6,620 

30.6 


68.6 
17,414 
1,300.6 
32,  702 

39 
36 
18, 440 

3 

46,  756 
2,351 
4.  636 
7,  228 
1, 348 
1.6 


4. 357.  71 
160.82 
6.88 
16. 79 
.96 
3.60 
.14 
536. 76 
20.24 
1.23 
60.  77 
.64 
.83 


84.  77 
67.  35 
4.29 

216.  89 
635. 73 
22.  64 
.13 

32.63 


.01 
142. 16 
7. 15 
13.  79 
21.98 
4. 10 
.01 


1,433,  278 
106, 788 
7,  740 
6,194 
633 
1,160 
94 

176, 542 
13,317 
1,616 
19,  989 
356 
136 


13, 941 
22,161 
363 


6,520 

61 


117 
17, 414 
2, 601 
32,  702 

78 
139 
18, 440 

12 

46,  756 
4,  703 
18, 144 
7,  228 
6,  391 
6 


$68,690.15 
4, 324. 46 
316,40 
212. 32 
25.88 
47.01 
3.84 
7, 216.  76 
544.  38 
66.06 
817. 12 
14. 66 
6.56 


669.89 

905.60 

14.43 


35, 603  1, 461.  31 

176, 204  7, 202.  94 

14, 894  608. 84 

11  .46 

2,  683  109.  68 

1,204  49.22 


4.  78 
711.  86 
106.  32 
1, 336.  81 

3. 19 
6. 68 
753.80 

.40 
1,  911.31 
192.  25 
741.  70 
295.  47 
220.38 
.25 


$12,947.86 
4, 485.  27 
322.28 
228.11 
26.84 
60. 61 
3. 98 
7, 763. 62 
564. 62 
67.29 
877.89 
15.09 
6.  39 


654.66 
972.  85 
18.  72 

1,667.20 
7,738.  67 
631. 48 
.58 

142.  31 


62.86 


286. 36 
2.58 


17.48 

4.96 
764.81 
110.27 
1, 436.  24 

3.  31 

5.  79 
809.86 

.50 
2, 053.  47 
199.  40 
755.  49 
317. 45 
224.  48 
.26 


$0. 0439 
.0424 
.0416 
.0439 
.0424 
.0439 
.0423 
.0439 
.0424 
.0416 
.0439 
.0424 
.0470 

.0500 

.0530 

.0470 

.0439 

.0530 

.0470 

.0439 

.0424 

.0527 

.0530 

.0439 

.0500 


Gallons . 

Gallons. 

Gallons . 372, 026^  $67, 763. 80 

Gallons 

Gallons 

Gallons 

Gallons.  1.67644  3 

Gallons. 

Gallons, 

Gallons . 

Gallons . 

Gallons . I 50, 942^1  9, 277. 60 

Points- -I  ' 


Points.  - 
Points- - 


Points-  - 
Points, - 
Points-- 


2, 365, 115 


0439 

Gallons 

0423 

Gallons 

0439 

Gallons 

0424 

Gallons 

0439 

Gallons 

0424 

Gallons 

0439 

Gallons 

0424 

Gallons 

0417 

Gallons 

0439 

Gallons 

0417 

Gallons 

0439 

Gallons 

0424 

Gallons 

0416 

Gallons 

0439 

Gallons 

0416 

Gallons. 

0433 

Gallons. 

2,145 


2,294,118  6,977.66  2,330,594  95,271.06  102,248.70 


102,  248.  70 


1 QuantitiM  remaining  after  deducting  from  quantities  shown  by  distributor  all  so-called  retail  sales  at  1 branch  which  included  considerable  wholesale  sales. 

A retail  dnver  s monthly  sales  are  converted  to  these  points.  For  all  points  over  a monthly  base  of  6,250  he  is  paid,  in  addition  to  a guaranteed  salary.  1 cent  per  Dolnt 


nafa  “ iMuutiiiy  sHios  are  uoiiverieu  to  luese  pomis.  r or  aii  points  over  a montniy  base  Of  6,250  he  is  paid,  in  addition  to  a guaranteed  salary,  1 cent  per  point.  Prod- 
ucts on  which  he  receives  a direct  commission  are  not  converted  to  points.  ilUU 

* Column  (2)  multiplied  by  column  (3). 

In  columnT^to'obtain  odumn*1«  W, 977.65  less  $2.66  (direct  commission)  resulting  in  an  average  expense  of  $0.003040384.  This  Is  multiplied  by  the  quantities 

* These  quantities  are  obtained  by  multiplication  of  columns  (2)  and  (6). 

r.iiaH  Is  th^e  amounts  the  total  of  column  (7)  is  divided  into  the  total  delivery  expense  other  than  commission,  which  gives  an  average  of  $0.040878433,  which  is  in  turn  multi- 
piiea  Dv  tne  weighted  sales  units  in  column  (7). 

Hidf  amounts  are  the  rwult  of  cross  addition  of  columns  (6)  and  (8).  The  total  of  this  column  is  that  part  of  the  selling  and  delivery  expense  as  expressed  by  the 

“ considered  as  delivery  expense.  This  is  the  remainder  after  deduction  of  the  delivery  expenses  at  the  branch  mentioned  in  note  1. 

" The  result  of  dividing  individual  amounts  in  column  (9)  by  corresponding  quantities  in  column  f2). 

» Direct. 
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The  first  step  taken  by  the  distributor  is  to  separate  the  delivery  costs  into 
so-called  commission  costs  and  costs  other  than  commissions  shown,  respectively, 
in  columns  (5)  as  $6,977.65  and  (8)  as  $95,271.05.  Following  this  break-down 
the  commissions  are  distributed  to  products.  As  will  be  observed  in  column  (5) 
a portion  of  this  expense  is  charged  directly  to  certain  products  and  amounts  to 
$2.65.  This  subtracted  from  $6,977.65  leaves  $6,975  to  be  distributed  to  the 
other  products.  The  manner  in  which  this  is  accomplished  is  comparatively 
simple. 

The  total  of  2,294,118  (column  (4))  which  is  the  result  of  converting  the  sales 
to  commission  points  is  divided  into  $6,975  giving  an  average  expense  of 
$0.003040384  which  is  in  turn  multiplied  by  each  of  the  quantities  making  up  the 
quantity  of  2,294,118.  The  multiplication  results  in  the  corresponding  amounts 
shown  in  column  (5).  The  theory  of  this  is  that  since  this  part  of  the  expense 
was  created  by  use  of  the  values  shown  in  column  (3),  it  is  reasonable  to  distrib\ite 
it  back  to  products  proportionate  to  their  importance  in  creating  it.  An  expla- 
nation of  this  may  be  well  at  this  point. 

According  to  stipulations  of  the  drivers'  union,  each  retail  driver  is  to  receive 
a guaranteed  salary  per  week  and  consequently  per  month.  In  return  for  this, 
the  implication  is  that  he  will  deliver  6,250  points  per  month.^®  For  all  points 
in  excess  of  this  fixed  base  he  is  to  receive  1 cent  per  point,  so  that  if  he  delivered 
7,250  points  during  any  given  month,  he  would  receive  as  a commission  the 
difference  between  7,250  and  6,250  multiplied  by  1 cent  or  $10.  In  computing 
these  points  a driver’s  sales  are  multiplied  by  the  respective  values  for  different 
commodities  shown  in  column  (3),  added,  and  the  excess  over  6,250  ascertained 
which  is  then  paid  for  at  the  rate  of  1 cent  per  point.  Consequently,  the  dis- 
tributor feels  Justified  in  using  the  same  means  to  distribute  the  expense  to 
products. 

Insofar  as  is  known  the  point  values  were  originally  based  on  relative  values 
with  the  selling  price  of  a quart  bottle  of  pasteurized  milk  as  the  base.  At  one 
time  the  retail  selling  price  was  14  cents,  while  at  the  same  time  the  price  of  a 
one-half  pint  bottle  of  cream  was  the  same  or  approximately  the  same.  Therefore, 
since  there  are  four  one-half  pints  in  a quart,  a quart  of  cream  relatively  would 
be  worth  four  times  that  of  a quart  of  milk.  Thus  the  value  of  4.00  for  cream  in 
quart  bottles. 

A similar  method  is  employed  to  distribute  the  remainder  of  $95,271.05.  The 
net  quantities  (column  (2))  are  converted  to  those  quantities  shown  in  column 
(7)  by  multiplication  with  the  unit  values  given  in  column  (6).  The  total 
(2,330, 594>0  is  divided  into  the  amount  to  be  distributed,  namely,  $95,271.05, 
resulting  in  an  average  expense  per  unit  of  $0.040878433.  On  the  assumption 
that  this  applies  equally  to  all  modified  units,  each  quantity  in  column  (7)  is 
multiplied  with  it  thus  obtaining  the  amounts  in  column  (8)  as  that  portion  of 
expenses  other  than  commission  applicable  to  the  respective  products. 

The  values  used  for  this  purpose  for  bottled  products  are  based  on  the  theory 
that  all  such  products  are  equally  as  difficult  to  deliver  regardless  of  the  size  of 
container.  Accordingly,  they  are  given  a value  of  1.00  (column  (6)).  Products 
in  bulk  are  given  values  wliich  supposedly  reflect  their  difficulty  in  delivering  as 
compared  with  bottled  products.  The  theory  implies  that  all  bottle  containers 
and  other  packages  take  up  the  same  space  in  a vehicle,  with  the  variations 
appertaining  to  bulk  again  being  reflected  by  the  values  assigned  to  bulk  products. 

The  total  for  the  respective  products  which  was  computed  by  the  two  methods 
discussed  is  obtained  by  adding  columns  (5)  and  (8)  which  gives  the  amounts  in 
column  (9).  As  a modification  of  the  company's  method,  the  Commission  in 
computing  the  final  unit  costs  divided  each  amount  in  the  last  named  column  by 
the  corresponding  quantities  in  column  (2)  which  serves  to  give  results  comparable 
to  those  obtained  by  other  distributors,  presents  these  results  in  understandable 
terms,  and  at  the  same  time  probably  shows  true  unit  costs.  There  can  be  no 
doubt  as  to  the  comparability  of  unit  costs  with  those  computed  for  other  com- 
panies, because  in  every  other  case  original  sizes  have  been  maintained  throughout. 

To  understand  the  unit  costs  which  would  be  computed  by  the  distributor  and 
which  are  illustrated  in  columns  (11),  (12),  (13),  and  (14),  is  not  a simple  matter. 
The  consumer's  natural  idea  of  a unit  is  a quart  of  milk,  and  he  rarely  thinks  of  it 
sold  at  retail  in  gallons.  Furthermore,  “points”  of  cream  would  be  meaningless 
to  him  as  well  as  to  the  majority  of  milk  experts,  unless  they  knew^  what  particular 
points  were  meant.  Certainly,  after  perusing  all  the  different  kinds  of  points 
discussed  in  the  various  analyses  thus  far,  it  w^ould  be  difficult  to  know'  offhand 

Articles  of  agreement,  June  22,  1935,  to  May  31,  1938,  Milk  W'agon  Drivers  Union,  Local  No.  603,  St. 
Louis,  Mo. 
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which  values  had  been  used  in  connection  with  cream.  In  short,  one  is  confronted 
with  still  another  kind  of  point  or  unit,  not  heretofore  discussed,  which  emphasizes 
the  necessity  of  defining  the  meaning  of  the  term  whenever  used. 

With  reference  to  gallons,  the  company's  explanation  of  the  use  of  this  term  is 
that  it  is  the  most  understandable  unit  as  a common  denominator.  Perhaps  this 
is  true  insofar  as  it  applies  to  those  who  deal  in  large  quantities,  but  as  previously 
pointed  out,  the  consumer  is  accustomed  to  thinking  in  smaller  units.  The  pur- 
pose of  the  “points”  of  cream,  according  to  the  claims  of  the  distributor,  is  to 
make  the  unit  understandable  to  those  who  deal  in  large  quantities,  or  even  more 
specifically,  to  obtain  information  in  this  manner  solely  for  the  distributor's 
use.  Since  cream  in  large  quantities  is  usually  purchased  according  to  butterfat 
content,  the  point  involved  is  a point,  or  a percent  of  butter  fat.  Thus  a gallon 
of  30-percent  cream  would  have  30  butterfat  points,  34  percent  would  have  34 
points,  etc.  In  converting  cream  other  than  bulk,  such  as  that  in  quarts,  pints, 
one-half  pints,  etc.,  to  points,  these  units  are  first  converted  to  gallon  equivalents 
and  the  latter  in  turn  are  multiplied  by  the  respective  tests.  The  following  ex- 
ample shows  how  the  1,827  points  (column  12)  for  bulk  pasteurized  cream  were 


I computed; 

9 gallons  at  34  percent 306 

2 gallons  at  18  percent 36 

99  gallons  at  15  percent 1,  485 


Total 1,827 


The  totals  of  such  eqiuvalents  in  column  (12)  are  divided  into  the  accumulated 
expenses  by  products  in  column  (13)  resulting  in  the  unit  costs  in  column  (14). 

It  is  apparent  that  the  method  has  comparative  simplicity  in  application  in  its 
favor  in  contradistinction  to  the  other  methods  analyzed  up  to  the  computation  of 
final  unit  costs.  This  is  made  possible  by  two  simple  conversions  of  quantities 
and  consideration  of  only  two  groups  of  expenses.  The  method  in  distributing 
salaries  likewise  seems  to  be  fairly  reasonable. 

As  to  the  distribution  of  the  remainder  of  the  expenses,  the  method  conforms 
in  application  with  the  principle  observed  in  the  Commission's  package  and  cubic 
space  method  in  that  salaries  as  a group  in  the  last-named  method  are  distributed 
on  a straight  package  basis  while  as  distributed  by  distributor  4,  they  are  a por- 
tion of  expenses  other  than  commissions  and  are  accordingly  distributed  on  a 
straight-package  basis.  However,  with  regard  to  salaries  in  the  Commission's 
method,  there  is  no  differentiation  betw'een  milk  in  bottles  and  in  bulk  though 
there  is  in  the  method  used  by  the  distributor  under  discussion.  This  is  brought 
out  later  in  this  report. 

Furthermore,  as  will  be  observed  later,  the  Commission  departs  from  the  appli- 
cation of  the  method  in  this  section  to  the  extent  that  measurements  and  varia- 
tions in  number  of  containers  in  a case  have  shown  that  each  unit  of  sale  does  not 
take  up  the  same  space.  This,  it  will  be  recalled,  is  part  of  the  theory  in  the 
present  method ‘w’hich  assigns  a value  of  1.00  to  all  bottled  products  as  w'ell  as 
to  other  products  except  bulk. 

The  principal  objection  to  the  method  under  consideration,  other  than  that  it 
is  believed  space  taken  up  by  products  should  perhaps  be  considered  in  distribut- 
ing costs,  is  the  manner  in  showing  the  final  unit  costs,  again  of  course  with  the 
qualification  that,  perhaps  insofar  as  the  distributor  himself  is  concerned,  it  may 
have  some  justification.  For  the  consuming  public,  how'ever,  and  particularly 
w^here  such  costs  may  be  used  to  meet  complaints  of  the  consumers,  it  seems 
that  they  should  be  in  terms  reecognized  by  those  vitally  affected.  It  is  believed 
[ the  probability  of  misunderstanding  can  well  arise  from  a comparison  of  columns 

j (10)  and  (14). 

I 

I PACKAGE  AND  CUBIC  SPACE  METHOD  OF  DISTRIBUTING  DELIVERY  COSTS  APPLIED 

^ TO  COST  AND  SALES  DATA  OF  DISTRIBUTOR  2 

In  a previous  report  by  the  Commission  on  the  distribution  of  milk,*^  the  pack- 
I age  and  cubic-space  method  was  applied  to  the  delivery  costs  and  sales  data 

p of  a number  of  companies  in  order  that  the  resulting  unit  costs  might  be  com- 

j pared  on  a uniform  basis  as  w ell  as  a more  reasonable  one  than  any  that  had  been 

I studied  up  to  that  time.  Because  of  the  multiplicity  of  methods  used  as  ascer- 

► tained  in  the  investigation  now'  being  reported,  the  Commission  has  again  resorted 

tu  this  method  as  being  reasonable  and  at  the  same  time  having  simplicity  of 

” Milk  Distribution  Problems  in  Connecticut  <fc  Philadelphia,  House  Doc.  No.  387,  74th  Cone.,  2d 
Sess.,  p.  96. 
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application  as  well  as  giving  more  nearly  the  true  status  of  unit  costs  than  the 
other  methods  examined.  Analysis  of  this  method  wdll  illustrate  its  ease  of 
application  and  its  consistency  in  maintaining  the  identity  of  the  products  by 
sizes  of  containers  throughout,  thereby  giving  results  that  are  understandable  in 
terms  used  by  the  consumer. 

The  first  principle  underlying  the  original  and  present  application  is  that  the 
aggregate  salaries  paid  to  individual  drivers  will  differ  very  little  from  month  to 
month  over  any  length  of  time.  It  is  well  known,  of  course,  that  salaries  of  in- 
dividuals differ  considerably,  but  for  the  same  person,  with  some  exceptions,  of 
course,  this  variation  is  probably  negligible  as  a percentage  change.  Conse- 
quently, the  company  has  a fairly  consistent  pay  roll  from  month  to  month  during 
normal  business  periods,  and  because  of  this  the  salaries  paid  might  well  be 
considered  as  flat  or  fixed  wages.  Such  a condition  was  particularly  found  in  six 
of  the  seven  companies  whose  unit  delivery  costs  were  studied  in  detail.  Observa- 
tion of  these  costs  showed  that  the  aggregate  commissions  and  bonuses  paid  to 
drivers  w^ere  a small  percentage  of  aggregate  salaries  and  commissions  combined. 
In  other  words,  the  remainder  of  the  drivers'  remuneration  consisted  of  a fixed 
weekly  wage  stipulated  by  the  union  and,  accordingly,  could  vary  in  the  aggre- 
gate only  as  more  or  fewer  drivers  were  employed.  One  more  point  with  respect 
to  the  distribution  of  salaries  is  that  there  is  very  little,  and  in  all  probal^ility  no 
difference  in  effort  to  deliver  a one-half  pint  container,  or  a pint  container  as 
compared  wdth  a quart  container.  The  same  holds  true  for  every  other  package 
of  milk  or  milk  product.  Accordingly,  it  seems  reasonable  to  assume  that,  since 
salaries  are  comparatively  fixed  and,  since  there  is  little,  if  any,  difference  in 
difficulty  of  delivery  of  the  different  bottles  and  j>ackages  of  milk,  the  former  can 
just  as  well  be  distributed  considering  a unit  of  sale  as  a package.  Undoubtedly, 
there  is  sorne  difference  in  effort  in  delivering  a 40-quart  can  of  milk  and  a quart 
bottle  of  mik,  but,  if  a gallon  of  milk  is  related  to  a quart  bottle,  it  would  mean 
that  10  gallons  in  a can  would  be  equal  to  10  bottles  of  milk.  It  is  felt  that  the 
effort  and  time  required  to  deliver  10  quarts  of  milk  on  the  usual  retail  route  might 
approximate  that  to  carry  a 10-gallon  can  into  a store  or  a restaurant.  If  this  is 
true  then  a gallon  may  reasonably  be  treated  as  a package  also,  which  has  been 
done  in  applying  the  package  and  cubic-space  method. 

On  a package  basis,  then,  all  labor  is  divided  by  the  total  packages  delivered 
and  distributed  to  products  according  to  the  number  of  packages  of  each  product 
sold,  as  is  explained  later. 

The  principle  of  the  method  employed  by  distributor  4 conforms  in  part  with 
the  principle  just  expressed  for  the  package  and  cubic-space  method.  This  occurs 
in  the  distribution  of  the  expenses  other  than  commissions,  a large  part  of  which 
is  coniposed  of  salaries.  As  will  be  observed  by  referring  to  section  5,  this  dis- 
tribution is  made  largely  on  a straight  package  b:isis  with  some  variation  in  bulk 
products.  The  principle  is  further  supported  by  the  method  used  by  distributor 
4 in  that,  while  two  different  average-expense  units  are  employed  in  computations, 
the  expenses  to  products  are  distributed  on  a straight  package  or  unit-of-sale 
basis.  However,  this  applies  not  only  to  salaries,  buT  also  to  the  entire  delivery 
costs.  Therefore,  it  w^ould  seem  that  if  there  is  an  error  in  the  principle  of 
distributing  only  salaries  on  a package  basis  the  error  is  on  the  conservative  side. 

Now  as  to  expenses  other  than  salaries.  It  is  a fairly  well  recognized  cost-ac- 
counting principle  that  objects  taking  up  space  in  a building  should  be  charged 
with  the  same  proportion  of  the  rent  as  the  space  taken  up  bears  to  the  total 
available  space.  Applying  this  same  principle  to  milk  distribution,  it  seems 
reasonable  that  commodities  carried  in  a vehicle  should  bear  that  proportion  of 
the  expense  charged  against  the  available  space,  as  the  space  required  by  them 
bears  to  the  available  space.  Carrying  this  reasoning  further,  it  appears  that, 
since  the  operating  expense  of  a vehicle  is  incurred  in  order  to  carry  around  a 
certain  given  amount  of  space  which  is  occupied  by  commodities  supposedly  of 
income-producing  possibilities,  then  such  space  shoiUd  be  charged  with  the  entire 
amount  of  the  expense  incurred.  Then  in  accordance  with  the  space-expense 
principle  the  items  in  the  space  should  bear  their  share  of  the  expense  in  accord- 
ance to  the  space  occupied  by  them. 

Viewed  from  another  angle,  the  expense  of  transporting  these  milk  and  other 
products  from  the  plant  to  the  beginning  of  a route  and  along  the  route,  and  of 
transporting  their  cases  and  other  containers  (inclusive  of  the  returned  empty 

n The  method  here  described  is  the  method  applied  to  obtain  the  results  shown  in  the  table  presented 
in  connection  with  this  appendi.x  text.  However,  in  obtaining  the  results  shown  in  ch.  V,  table  27,  a por- 
tion of  the  route  men’s  remuneraition  was  transferred  to  transportation  expense  and  apportioned  on  the 
cubic-space  basis. 
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bottles  and  cans)  around  the  whole  route  back  to  the  plant,  is  caused  by  the 
gross  w^eights  of  the  delivered  products.  Included  in  these  gross  w^eights  are  the 
w^eights  not  only  of  the  bottles  and  other  direct  containers  but  also  of  the  cases 
in  which  the  various  sized  bottles  are  carried  in  the  vehicle.  So  that  transporta- 
tion expense,  inclusive  not  only  of  the  vehicle  expense  but  of  an  appropriate  part 
of  the  remuneration  of  the  driver  or  chauffeur,  might  logically  be  divided  among 
the  delivered  products  on  the  basis  of  average  gross  weights  of  the  respective 
sizes  of  package.  How’^ever,  most  of  these  products  are  of  nearly  the  same  specific 
gravity;  so  that  the  average  gross  w'cights  of  the  respective  packages  are  approxi- 
mately proportional  to  gross  cubic  spaces  occupied  by  them.  Thus  gross  weight 
per  package  and  cubic  space  per  package  yield  approximately  the  same  results 
in  apportioning  transportation  expense. 

As  is  well  illustrated  by  a number  of  tables  exhibited  in  this  report,  the  ordinary 
milk-route  vehicle  has  a multiplicity  of  different  commodities  and  sizes  of  com- 
modities, carried  in  different  kinds  of  cases.  For  example,  in  most  companies 
the  cubic  space  occupied  by  a quart,  pint,  or  one-half-pint  case  differs  con- 
siderably. Likewise,  the  number  of  units  in  each  of  these  cases  is  usually  12,  20, 
and  30,  respectively.  This  indicates  the  difficulties  arising  in  the  choice  of  a 
common  denominator,  and  emphasizes  the  fact  that  the  usual  denominator,  a 
case,  is  not  w'ell  selected.  Inasmuch  as  a quart  of  milk  is  a w^ell-known  unit,  and 
since  there  are  12  quart  containers  in  a case,  one-twelfth  of  the  cubic  space 
consumed  by  a case  is  considered  as  the  cubic  space-unit  or  1,  as  showm  in  ap- 
pendix table  I,  column  (3).  For  jjroducts  delivered  in  pint,  one-half  pint,  and 
other  bottles  or  containers,  one-twentieth  of  the  cubic  space  of  a pint  case, 
one-thirtieth  of  that  of  a one-half-pint  case,  etc.,  are  expressed  as  relatives  of 
that  for  a quart  container.  In  the  case  of  bulk  milk  the  gallon  is  the  unit;  there- 
fore, the  relative  will  vary  according  to  the  number  of  gallons  in  a can.  It  will 
be  noticed  that  in  expressing  the  units  in  this  way,  the  usual  relation  of  quarts 
as  1,  pints  as  one-half,  and  half-pints  as  one-fourth  does  not  hold  and  the  differ- 
ence when  applied  to  a number  of  units  can  appreciaWy  affect  the  results. 

Obviously,  there  are  other  expenses  in  addition  to  salaries  and  vehicle  expenses 
as  already  mentioned.  These  consist  of  such  items  as  depreciation  of  milk  bottles, 
cases,  and  cans,  telephone  calls  by  the  driver,  refrigeration,  powder,  and  light,  all 
of  which  are  comparatively  small  in  amount.  Therefore,  they  have  been  added  to 
vehicle  expense  and  distributed  in  the  same  manner. 

Assuming  that  this  method  is  sound  in  principle,  it  also  has  in  its  favor,  ease  of 
application  which  is  fairly  well  reffected  in  the  short  space  required  to  explain  it. 

As  illustrated  in  appendix  table  I,  the  total  delivery  expenses  have  been  divided 
into  $4,450.88,  and  $11,926.58  and  are  the  sums  of  columns  (6)  and  (8),  respec- 
tively. To  convert  the  sales  to  cubic  space  units  column  (2)  is  multiplied  by  the 
values  given  in  column  (3),  resulting  in  the  quantities  in  column  (4). 

The  sum  of  the  individual  quantities  (328,717.7036)  is  divided  into  the  expense 
other  than  salaries  ($4,450-88)  giving  an  average  of  $0.01354013  (column  (5))  which 
when  multiplied  by  the  individual  quantities  in  column  (4)  results  in  those  portions 
of  $4,450.88  that  are  applicable  and  assigned  to  the  respective  products  as  noted  in 
column  (6).  In  a similar  manner  the  total  of  column  (2)  or  413,936,  is  divided 
into  the  labor  expense  ($11,926.58)  giving  an  average  of  $0.02881262  which 
when  multiplied  by  the  respective  quantities  in  column  (2)  results  in  the  portions 
of  the  labor  costs  that  are  applicable  and  assigned  to  the  respective  products. 

The  two  portions  of  the  expenses  by  products  and  sizes  of  containers  are  added 
to  obtain  the  amounts  in  column  (9),  the  total  of  w’hich  is  the  full  delivery  costs. 
The  final  unit  cost  of  delivery  is  then  obtained  by  a simple  division  of  each  of  the 
amounts  just  mentioned  by  the  numbers  of  the  respective  products  and  sizes  of 
containers  in  column  (2). 

A careful  study  of  the  costs  as  showm  compared  with  costs  obtained  by  the 
stop>-point  method  by  the  same  distributor  in  appendix  table  F2  w'ill  serve  to 
emphasize  the  fact  that  the  package  and  cubic-space  method  probably  gives  a 
closer  approximation  to  the  true  costs  of  delivery  of  the  respective  products  in 


their  various  sizes  and  shapes  of  package.  AmourU 

Delivery  labor $11,  926.  58 

Other  expenses 4,  450.  88 


Total 16,377.46 


Actually  a portion  of  the  route  operative’s  remuneration  was  properly  assignable  to  the  other  group  of 
expenses.  The  results  of  such  a transfer  are  shown  in  ch.  V,  table  27. 
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In  its  effort  to  present  the  facts  concerning  this  problem  as  correctly  as  possible, 
the  Commission  has  under  consideration  a further  refinement  of  the  package  and 
cubic-space  method,  which  while  furthering  its  accuracy,  nevertheless  will  preserve 
its  ease  of  application.  This  has  to  do  with  drivers'  salaries.  While  a driver 
supposedly  receives  his  salary  for  delivering  milk,  the  fact  is  mostly  disregarded 
that  only  a part  of  the  total  time  spent  by  him  during  any  working  day  is  used  for 
this  purpose,  the  remainder  being  used  for  supposed  selling  activities,  collections, 
receiving  his  load,  arranging  his  load,  bookkeeping,  and  moving  his  vehicle  from 
customer  to  customer,  or  from  stop  to  stop.  A study  that  has  come  to  the 
Commission's  attention  shows  that  the  average  time  in  moving  the  vehicle  w’as 
29.59  percent  of  the  day  for  a motor-vehicle  driver  and  27.45  percent  for  a horse- 
and-wagon  driver.  Inferentially  then,  it  appears  plausible  that  only  a portion 
of  the  salary  is  chargeable  to  activities  purely  of  a delivery  nature  and  the  re- 
mainder logically  should  accrue  to  expenses  pertaining  to  the  vehicle  itself.^** 
This  means  in  each  case  that  that  portion  now  considered  as  salaries  and  dis- 
tributed on  a package  basis  would  be  reduced  by  the  percentage  of  the  time  con- 
sumed in  moving  the  vehicle.  This  difference  would  be  added  to  that  amount 
now'  distributed  on  a cubic-space  basis.  Preliminary  tests  of  these  changes  have 
indicated  a moderate  difference  in  unit  costs  and  if  the  investigation  is  con- 
tinued w ill  receive  further  consideration. 


Appendix  Table  1. — Country  receiving  station  allowances  and  operating  costs 

compared^  year  1935 


Boston  market 

Item  and  description 

Quantity  of 
milk  pur- 
chased at 
country 
stations 

Total 

amount 

Average  amount 

• 

Per  hun- 
dred- 
weight 

Per  pro- 
ducer 1 

Fluid  milk: 

Pounds 

Dollars 

Cents 

Dollars 

Allowance 

218, 774, 462 

469, 673. 38 

21.468 

73. 76 

Cost 

218,  774, 462 

264, 406. 35 

12. 086 

41.52 

Excess  of  allowance  over  cost 

All  other  milk: 

218, 774, 462 

151,357,041 
151,357, 041 

205, 267.03 

9. 382 

32.24 

Cost — 

179, 257.86 

11. 843 

28. 15 

Excess  of  allowance  over  cost 

Total: 

151, 357,041 

* 179, 257. 86 

*11. 843 

*28. 15 

Allowance 

370, 131, 503 

469, 673. 38 

12.689 

73.76 

Cost 

370, 131, 503 

443,664. 21 

11.987 

69. 67 

Excess  of  allowance  over  cost 

370, 131, 503 

26,009.17 

.702 

4.09 

1 Computed  on  basis  of  6,368  producers  delivering  to  country  stations. 
* Denotes  red  figures. 


» Most  of  the  expense  attachable  to  the  driver’s  time  and  effort  consumed  in  recording  deliveries  to  his 
respective  customers,  accumulating  his  records,  pricing  the  various  packages  delivered,  preparing  the  cus- 
tomer’s bill,  collecting  it,  and  in  remitting  and  accoimting  to  the  milk  distributor,  is  created  on  a package 
basis,  and,  therefore,  is  assignable  on  that  basis.  The  same  applies  to  the  route-accounting  activities  in  the 

company's  office.  . , ^ . i.  -.r  ^ r,- 

« The  results  of  these  tests  are  disclosed  by  comparison  of  the  unit  expense  shown  in  ch.  V,  table  27, 
with  the  corresponding  unit  expenses  shown  in  appendix  table  13  and  are  discussed  briefly  on  pp.  176- 
177  of  the  text.  In  accordance  with  the  method  used,  the  percentages  of  29.59  and  27.45  w'ere  applied  to  the 
remuneration  of  the  motor-vehicle  routemen  and  horse-and-wagon  routemen,  respectively,  of  the  7 distribu- 
tors shovrn,  and  the  resulting  amounts  added  to  expenses  other  than  labor  for  distribution  on  the  cubic- 
space  basis.  However,  as  pointed  out  in  the  text,  the  percentages  obtained  from  time  studies  on  1 dis- 
tributor’s routes  are,  at  best,  only  approximately  applicable  to  those  of  another.  In  order  to  obtain  more 
nearly  accurate  bases  on  which  to  distribute  the  routemen’s  remuneration  to  products,  so  that  the  results 
will  reflect  the  conditions  found  on  his  routes,  each  distributor  must  make  his  own  time  studies. 
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Appendix  Table  1. — CourUry  receiving  station  allowances  and  operating  costs 

compared,  year  1935 — Continued 


Item  and  description 

Quantity  of 
milk  pur- 
chased at 
country 
stations 

Baltimore  m: 

Total 

amount 

arket 

Average  amount 

Per  hun- 
dred- 
weight 

Per  pro- 
ducer * 

Fluid  milk: 

Pounds 

Dollars 

Cents 

Dollars 

Allowance 

67, 030,533 

155, 884.96 

23. 256 

86. 61 

Cost 

67,030,533 

74,209.50 

11.071 

41.23 

Excess  of  allowance  over  cost 

67,030, 533 

81, 675.  46  1 

12. 185 

45.38 

All  other  milk: 

Allowance 

30, 166, 280 

70, 154. 14 

23.254 

38. 97 

Cost 

30, 166, 280 

33,397.09 

11.071 

18.55 

Excess  of  allowance  over  cost 

30, 166, 280 

36,  757. 05 

12. 185 

20.42 

Total: 

Allowance 

97. 196,813 

226, 039. 10 

23.256 

125.58 

Cost 

97, 196, 813 

107,606. 59 

11.071 

59.78 

Excess  of  allowance  over  cost 

97,196. 813 

118,432.  51 

12. 185 

65.80 

Item  and  description 

St.  Louis  market 

Quantity  of 
milk  pur- 
chased at 
country 
stations 

Total 

amount 

Average  amount 

Per  hun- 
dred- 
weight 

Per  pro- 
ducer * 

Fluid  milk: 

Allowance 

Pounds 
43, 979, 610 
43, 979, 610 
43, 979, 610 

91,852,815 
91,852, 815 
91,852,815 

135, 832, 425 
135, 832,425 
135, 832,425 

Dollars 

Cents 

Dollars 

Cost 

63,  764. 97 
*63.  764. 97 

14. 499 
* 14. 499 

18. 14 
* 18. 14 

Excess  of  allowance  over  cost 

All  other  milk: 

Allowance _ 

Cost 

no,  288. 47 
* 110, 288.  47 

88 

! 31.38 

*31.38 

Excess  of  allowance  over  cost 

Total: 

Allowance 

Cost * 

174,053.44 
* 174,053.44 

00  00 

49.  52 
* 49. 52 

Excess  of  allowance  over  co.«?t 

> Denotes  red  figures. 

* Computed  on  basis  of  1,800  producers  delivering  to  country  stations. 

< Computed  on  basis  of  3,515  producers  delivering  to  country  stations. 


i 
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Appendix  Table  2. — Comparative  statement  of  the  ratios  of  expenses  to  net  sales 
of  the  milk  division  based  on  figures  combined  for  all  companies  in  each  locality 
for  the  year  1930 


Income  and  expenses  of  milk  divisions 

Combined 
milk  divi- 
sion of  two 
companies 
in  Balti- 
more i 

Combined 
milk  divi- 
sion of  four 
companies 
in  Cincin- 
nati 

Combined 
milk  divi- 
sion of  three 
companies 
in  St. 
Louis  1 

Combined 
milk  divi- 
sion of  two 
companies 
in  Boston 

PercerU 

Percent 

Percent 

Percent 

Total  net  sales 

100.0 

100.0 

100.0 

100.0 

Cost  of  raw  materials.. 

56.5 

63.5 

53.5 

59.3 

Gross  spread 

43.5 

46.5  i 

46.5 

40.7 

Processing  expense 

8.9 

9.5 

11.4 

11.2 

Delivery  expense 

17. 5 

25. 1 

24.2 

19.  9 

Selling  expense 

3.1 

3.0 

2.3 

2.0 

Administrative  and  general  expense 

2.8 

4.0 

2.7 

1. 9 

Total  selling,  administrative,  and  general  ex- 
pense  — 

5.9 

7.0 

5.0 

3.9 

Total  cost,  exclusive  of  raw  materials 

32.3 

41.6 

40.6 

35.0 

Total  cost  and  expenses 

88.8 

95.1 

94.1 

94.3 

L^  discount  on  purchases.. 

0.0 

.2 

.2 

. 1 

Cost  of  sales.- - - 

88.8 

94.9 

93.9 

94.2 

Net  profit  from  operations 

11.2 

5.1 

6.1 

5.8 

1 Figures  are  for  1931,  used  for  only  1 company. 


Appendix  Table  3. — Comparative  statement  of  the  ratios  of  expenses  to  net  sales 
of  the  milk  division  based  on  figures  combined  for  all  companies  in  each  locality 
for  the  year  1933 


Income  and  expenses  of  milk  divisions 

Combined 
milk  divi- 
sion of  two 
companies 
in  Balti- 
more * 

Combined 
milk  divi- 
sion of  four 
companies 
in  Cincin- 
nati 

Combined 
milk  divi- 
sion of  three 
companies 
in  St. 
Louis 

1 

Combined 
milk  divi- 
sion of  two 
companies 
in  Boston 

T'ntal  TiAt  ...  _ 

Percent 

100.0 

PercerU 

100.0 

Percerd 

100.0 

Percent 

100.0 

Cost  of  raw  materials 

65.3 

43.9 

43.8 

55. 5 

Gross  spread — - 

44.7 

56.1 

56.2 

44.5 

PrAnA.««5inP' ....  

6.2 

14.0 

14.8 

8.0 

Delivery  expense 

25.8 

31.6 

31.7 

25.4 

ftpllina  AYrtAnsA  ....  ................. 

3.5 

4.1  1 

4.5 

2.6 

Administrative  and  general  expense 

3.2 

5.4  ; 

3.8 

2.2 

Total  selling,  administrative,  and  general  ex- 
pensc - 

6.7 

9.5 

8.3 

4.8 

Total  cost,  exclusive  of  raw  materials 

38.7 

65.0 

54.8 

38.2 

•Pritol  nnet  and  AYnATiRp,s  . . . 

94.0 

98.9 

98.6 

93.7 

Less  discount  on  purchases 

.1 

.1  ! 

.2 

.1 

Cost  of  sales-- 

93.9 

98.8 

mm 

93.6 

6.1 

1.2 

1.6 

6.4 

I Figures  for  1 company  only. 
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Appendix  Table  4. — Comparative  statement  of  the  ratios  of  expenses  to  net  sales 
of  the  milk  division  based  on  figures  combined  for  all  companies  in  each  locality 
for  the  year  1934 


Income  and  expenses  of  milk  divisions 

Combined 
milk  divi- 
sion of  two 
companies 
in  Balti- 
more 

Combined 
milk  divi- 
sion of  four 
companies 
in  Cincin- 
nati 

Combined 
milk  divi- 
sion of  three 
companies 
in  St. 
Louis 

Combined 
milk  divi- 
sion of  two 
companies 
in  Boston 

i 

Total  net  sales 

PercerU 
100.0  ! 

PercerU 

100.0 

PercerU 

100.0 

PercerU 

100.0 

Cost  of  raw  materials ' 

52.7 

46.2 

60.2 

63.2 

Gross  spread. - - — 

47.3 

53.8 

49.8  1 

36.8 

Processing  expense - - 

9.5 

12.5 

13.8 

7.6 

Delivery  expense — 

23.6 

27.9 

28.6 

25.5 

Selling  expense 

3.4 

3.8 

4.2 

2.4 

Administrative  and  general  expense 

3.5 

4.8 

3.3 

2.0 

Total  selling,  administrative,  and  general  ex- 
pense  

6.9 

8.6 

7.5 

4.4 

Total  cost,  exclusive  of  raw  materials 

40.0 

49.0 

49.9 

37.5 

Total  cost  and  expenses 

92.7 

95.2 

100.1 

ioa7 

Less  discount  on  purchases.. 

.1 

.1 

.2 

.1 

Cost  of  sales 

92.6 

95.1 

99.9 

100.6 

Net  profit  from  operations 

1 7.4 

4.9 

j .1 

1.6 

> Indicates  a loss. 


Appendix  Table  5.* — Comparative  statement  of  the  ratios  of  expenses  to  net  sales 
of  the  milk  division  based  on  figures  combined  for  all  companies  in  each  locality 
for  the  year  1935 


Income  and  expenses  of  milk  divisions 

Combined 
milk  divi- 
sion of  two 
companies 
in  Balti- 
more 

Combined 
milk  divi- 
sion of  four 
companies 
in  Cincin- 
nati 

Combined 
milk  divi- 
sion of  three 
companies 
in  St. 
Louis 

Combined 
milk  divi- 
1 sion  of  two 
companies 
in  Boston 

! 

Total  net  sales 

PercerU 

100.0 

PercerU 

100.0 

1 PercerU 
100.0 

PercerU 

100.0 

Cost  of  raw  materials... — 

55.6 

47.8 

1 51.8 

62.4 

Gross  spread , 

44.4 

52.2 

48.2 

37.6 

Processing  expense 

9.9 

12,0 

12.2 

7.2 

Delivery  expense 

21.9 

27.3 

30.7 

24.0 

Selling  expense 

3.7 

3.5 

3.5 

2.1 

Administrative  and  general  expense 

2.9 

4.5 

3.3  1 

1.9 

Total  selling,  administrative,  and  general  ex- 
pense  

6.6 

8.0 

6.8 

4.0 

Total  cost,  exclusive  of  raw  materials... 

38.4 

47.3 

49.7 

35.2 

Total  cost  and  expense 

94.0 

95.1 

101.5 

97.6 

Less  discount  on  purchases 

0.0 

.1 

.1 

.2 

Cost  of  sales 

94.0 

95.0 

101. 4 

97.4 

Net  profit  from  operations 

6.0  1 

5.0 

1 1.4 

2.6 

1 Indicates  a loss. 
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Appendix  Table  6. — Distributor  A:  Retail  and  wholesale  delivery  expenses  and 
their  division  with  reference  to  bases  of  distribution  to  products  delivered.  October 
1935 


Retail  delivery 
expense 


Wholesale  delivery 
expense 


Amount  Percent  Amount  Percent 


Shippers  and  checkers 

Chauffeurs  and  helpers 

Horse  drivers  and  helpers 

Route  foreman 

Supervision 

Cartons,  etc 

Miscellaneous  supplies  and  expenses. 

Auto  expense 

Stable  expense 

Bond  insurance 

Licenses 

Telephone  and  order  department 

Branch  repairs 

Branch  depreciation 

Branch  rent 

Branch  insurance 

Branch  taxes 

Profit  and  loss— sale  of  capital  assets. 
Shortages  unsecured 


Subtotal 

Less — value  of  service  rendered  to  another  distributor. 


$5,399.08 
8, 538. 32 
13,664.25 
14,874.80 
3,413.  7Q 
9.28 
604. 52 
13,446. 61 
18,652.73 
103.66 
54.86 
148. 18 
552.  52 
410.73 
10.00 
1,657.07 
161.07 
85.00 
-200.00 


81, 586. 38 
100.58 


$210.35 
1, 499.  25 


177. 15 
133.00 
.36 
15.55 
892.97 


Stoj>point  dividend 81, 485. 80 


11. 11 
2.55 
.01 
.45 
10.04 
13.93 
.08 
.04 
.11 
.41 
.31 
.01 
1. 24 
.12 
.06 
.15 


60.92 

.08 


60.84  2,980.25 


5.98 

42.65 


5.04 

3.78 

.01 

.44 

25.40 


84.77 


Ice  manufactured 

Branch  power  and  refrigeration. 


Total. 


Commissions  (distributed  on  net  sales  basis) 

Special  product  bonus  (allocated  to  special  products) 

Milk  bonus  (allocated  to  milk) 

Bottle  expense 

Bottle  exchange 

Case  repairs 

Case  depreciation 

Butter-box  repairs  (allocated  to  butter) 

Can  depreciation— - 

Cartons,  bags,  etc.  (special  product) 

Break^e  (loss  of  product  through  breakage  allocated  to 
specific  products) 


30,118.90 
2, 650.40 
4,970.00 
9,050. 72 
1,214. 82 
347.98 
1,296.29 
4.29 
57.13 
45. 48 

975. 74 


324.98 
43.  67 
12. 51 
46.60 


Grand  total 133,927.19 


22. 49 
1.98 
3. 71 
6.  76 
.91 
.26 
.97 
.00 
.04 
.03 


100.00  3,515.20 


100.00 


Distributed  to  products  on  package  basis 

Distributed  to  products  on  cubic-space  basis. 


83,629.  45 
50,297.  74 


62.44 

37.56 


2,019. 75 
1, 495. 45 


57. 46 
42.54 


Total 


i 
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Appendix  Table  7.* — Distributor  B:  Retail  and  wholesale  delivery  expenses  and 
their  division  with  reference  to  bases  of  distribution  to  products  delivered,  October 
1935 


Retail  delivery 
expense 

Wholesale  delivery 
expense 

Total 

Percent 

Total 

Percent 

Labor; 

Shippers  and  checkers 

$795.38 

4.86 

$281.85 
1, 334. 55 

10-  83 

Chauffeurs  and  helpers 

9, 352. 93 

67.11 

51.30 

Horse  drivers  and  helpers 

Commissions J 

629. 16 

3.84 

Employees'  allowances ' 

191.23 

1. 17 

67.73 

% 60 

Route  foremen 1 

686.68 

4. 19 

243. 32 

9.35 

Supervision __l 

271.20 

1.65 

96. 14 

3.70 

Total  labor... 

11,926.58 

72. 82 

2,023.59 

77.78 

Operating  services  and  supplies: 

Ice  manufactured 

67.45 

.41  1 

23. 89 

.92 

Ice  purchased 

Bottle  expense 

725.43 

4.43 

Bottle  exchange 

176.50 

1.08 

Cartons,  paper,  twine,  etc 

22. 14 

.14 

7.86 

.30 

Miscellaneous  supplies  and  expanse 

30. 14 

.18 

10.72 

.41 

Telephone  . " 

10. 15 

.06 

3.60 

.14 

Subtotal 

1,031. 81 

6.30 

46.07 

1.77 

Transportation: 

Tolls  and  ferriage 

Freight,  express,  and  cartage.  

30.50 

1. 17 

Auto  expense 

3,304.26 

20. 18 

451.20 

17.34 

Stable  expense 

■ItllHHlMH 

Subtotal 

3,  304.26 

20. 18 

481.  70 

18.  51 

Unclassified: 

Licenses 

■■i 

Shortage.^  nnsecnrerl 

83. 02 

.51 

15. 55 

.60 

Subtotal- - 

83.02 

.51 

15.55 

.60 

Fixed  charges; 

Depreciation,  milk  c.ahinets . 

mil 

Depreciation  milk  cans  and  jackets 

23. 57 

.91 

Milk  cases __ 

.19 

11.27 

.43 

Insurance,  compensation,  etc 

■tllllHiHHMI 

Subtotal 

Total  other  than  labor 

Grand  total 

Distributed  to  products  on  package  basis 

Distributed  to  products  on  cubic  space  basis. 

Total 


31.79 

.19 

34.84 

1.34 

4,450.88 

27. 18 

578.16 

22.22 

16, 377. 46 

100.00 

2, 601.  75 

100.00 

11, 926.58 
4,450.88 

72.82 

27.18 

2,023.59 
578. 16 

77.78 

22.22 

16, 377. 46 

100.00 
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Appendix  Table  8. — Distributor  C:  Retail  and  wholesale  delivery  expenses  and 
their  division  with  reference  to  bases  of  distribution  to  products  delivered  October 
1935 


Retail  delivery 
expense 

Wholesale  delivery 
expense 

1 

Amount 

Percent 

Amount 

Percent 

Labor; 

Supervision.. 

$1,491.14 
3,359.30 
1,853.20  1 
4,  704. 96 
61, 575.  50 
589. 19 

1 

1.46 

$562.50  ' 

1.72 

Clerical 

3.28  i 

501.65  ! 

1.53 

Cooler 

1.81 

Foreman 

4.60 

1,  273.  94 
12,451. 25 
562.09 

3.89 

Drivers,  chauffeurs  and  helpers 

50.44  ' 

38. 01 

Bonus.l I 

.58 

1.68 

Commission 

6,977.65  I 
2, 328. 44 
967.55 

6.82 

2,902. 37 
2, 934.  54 
357.03 

8.86 

Loading  platform 

2.28 

8.96 

Accounts  receivable 

.95 

1.09 

Credits  and  collections.. 

1,  390. 69  1 

1. 36 

280.29 

.86 

Total,  labor 

76. 237. 61 

73.58 

21,815. 56 

66.60 

Vehicle  service 

20, 088. 18 
1, 882.04 
138.04 

19. 65 

3,621. 71 

11.06 

Trucking 

1.84 

Laundry., . 

. 14 

32.90 

.10 

Ice J 

650.50 

.64 

.79 

Operating  supplies 

608.81 

.60 

5,228.40 
19. 98 

15.96 

Repairs,  construction,  and  supplies 

2. 79 

.06 

Repairs I. 

27.09 

.03 

211. 73 

.65 

Rentes.' 

596. 75 

.58 

1, 249. 69 
37. 16 

3. 82 

Services — Purchased  and  supplied 

, 474. 69 

.46 

.12 

Transportation *_I 

350.84 

.34 

122.24 

.37 

Communication 

186. 85 

.18 

Professional  services 

35.00 

.03 

Unclassified  expenses 

189. 45 

.19 

69.  75 

.21 

Fixed  expenses. 

1,780.06 

1. 74 

344.95 

1.05 

Total,  other  than  labor 

! 27,011.09 

26. 42 

33.40 

Grand  total 

102,  248. 70 

100.00 

32,754.86 

1 100.00 

Distributed  products  to  package  basis 

75,237.61 

73.58 

21,815.56 

10,939.30 

66.60 

Distributed  products  to  cubic  space  basis  

27,011.09 

26. 42 

33.40 

ToIaI 

102,  248. 70 

100.00 

32,754.86 

100.00 

Appendix  Table  9. — Distributor  D:  Details  of  ‘‘Selling  Expense^*  and  allocation 
of  details  to  selling  expenses,  retail  delivery  expense,  wholesale  delivery  expense, 
and  other  subclassifications 


Selling 

expense 

Allocation 

Sales 

expense 

Miscel- 

laneous 

Retail 

delivery 

Per- 

cent 

Wholesale 

delivery 

Per- 

cent 

Supplies 

$88.22 

1, 815. 46 
19, 910.  53 

893. 62 
1,340.62 
2,061.19 

910.41 
187.  47 
32. 76 
63. 66 
205. 47 
38. 49 
102. 31 

100. 62 
569.99 

1,611.68 
115.  25 

4.70 
132. 55 
15. 18 

$58. 82 

$23. 43 

1, 446.92 
19, 564. 46 

0.07 

3.95 
53. 45 

$5.97 

368.54 

346.07 

0.28 

17. 13 
16.08 

Labor: 

Shipping  salaries 

Driver's  salaries 

Salesmen's  salaries 

893. 62 

Drivers'  bonuses 

1, 340.  62 
1, 642. 77 

3.66 
4. 49 

OflSce  salaries 

418. 42 

19. 45 

Bad  debts 

$910. 41 

1 

Trftnspnrt.at.inn  fpnrcha.sedl 

187. 47 
26.11 
50.  74 
163. 76 
30.68 
81.54 
100. 62 
454.28 

.51 

.07 

.14 

.45 

.08 

.22 

.28 

1.24 

Repairs  - 

6. 65 
12. 92 
41.71 
7.81 
20. 77 

.31 

.60 

1.94 

.36 

.96 

Depreciation  - 

Rentals  

Taxes  - 

Insurance  

Communications  ... 

Unclassified  

115.  71 

5.38 

Pnhllcit.v  and  advertising  . . . 

1, 611.68 
115.25 

Professional  . . . 

Repairs  supplied: 

Ant.o  shon  ..  

4. 70 
105.64 
15. 18 

.01 

.29 

.04 

Tin  shop  

26.91 

1.25 

General  repairs 

Appendix  Table  9. — Distributor  D:  Details  of  “Selling  Expense^  and  allocation 
of  details  to  selling  expenses,  retail  delivery  expense,  wholesale  delivery  expense, 
and  other  subclassijications — Continued. 


Selling 

expense 

Allocation 

Sales 

expense 

Miscel- 

laneous 

Retail 

delivery 

Per- 

cent 

Wholesale 

delivery 

Per- 

cent 

Services  supplied: 

Print  shop  ............ 

1 

$125.63 

$100. 13 

0.27 

$25.50 

$1.19 

Building  . ....  . _ _ 

149, 15 

118. 87 

.33 

30.28 

1.41 

Milk  f^ans  

259.60 

259.60 

12.06 

Cases  and  bottles ' 

1,658.31  I 

1,340. 61 

3.66 

317.70 

14.  77 

TialivArv  fvahinlp  Avnansel  i 

9,742.46  , 
210.00  1 

9, 595.  51 
210.00 

26.22 

146. 95 

6.83 

Tf«  ..... 

.57 

Total - 

42,345.33  ! 

36, 604.04 

100.00 

2, 151. 51 

100.00 

Distributed  to  products  on  pack- 
age basis  

23, 994.  77 

65.55 

1, 133.03 

52.66 

Distributed  to  products  on  cubic 

sparp  basis  . . 

12, 609. 27 

34. 45 

1,018.48 

i 47. 34 

Tntal 

2,151.51 

100.00 

Appendix  Table  10. — Distributor  E:  Details  of  “Selling  Expense'^  and  their 
allocation  to  sales  expense,  retail  delivery  expense,  wholesale  delivery  expense,  and 
miscellaneous  charges 


Allocation 

Selling 

ex- 

penses 

Sales 

ex- 

pense 

Mis- 

cella- 

neous 

Retail 

de- 

livery 

Per- 

cent 

Whole- 

sale 

de- 

livery 

Per- 

cent 

Supplies 

$194. 81 

$129. 87 

$55.  35 

0.15 

$9.59 

0.44 

Labor: 

Shipping  labor 

1,  726.  30 
20,116.27 
1,001.80 
1,  206. 32 
2,442.80 

1, 471.50 
19,  407. 71 

4.04 

254.80 

11.78 

Drivers’  labor 

53. 31 

708.56 

3Z77 

Salesmen's  labor 

1,001.80 

Drivp.rs*  bonus 

1,  206. 32 
2, 082. 24 

HEwtl 

Officp  .salarips 

16.68 

Bad  dp.ht.s 

856.44 

$856.44 

Transportation 

7.10 

7. 10 

■BBIH 

Repairs 

49. 19 

41. 93 

7.26 

.34 

Depreciation... 

111,00 

94. 62 

.26 

16.38 

.76 

Rentals 

154.68 

131.84 

.36 

22.84 

1.06 

Taxes 

37.63 

32.08 

.09 

5. 55 

.26 

Insurance 

56. 84 

.16 

9. 84 

.45 

Communications 

134.25 

134.  25 

.37 

Unclas.sified 

437. 77 

373. 16 

1.02 

64.61 

2.99 

Publicity 

955.  50 

955.50 

Professional 

91.10 

91. 10 

Repairs  supplied: 

General 

109.48 

109.48 

.30 

Tin  shop 

Service  supplies: 

Print  .shop 

177.58 

151. 37 

.42 

26.  21 

1.  21 

Building 

155.94 

132. 92 

.36 

23.02 

1.06 

Cabinet  shop 

Milk  cans..’. 

206.64 

206.64 

9.56 

Milk  cases  and  bottles 

778.90 

683. 76 

1.88 

95. 14 

4.40 

Delivery  f vehicle  expense) 

10,  227. 68 
359.63 

9, 876.  67 
359.63 

27.13 

351. 01 

16.24 

Ice 1 J 

.99 

Total .. 

41, 605. 49 

2, 178.  27 

856.44 

36, 408.  77 

100.00 

2,162. 01 

100.00 

Distributed  to  products  on  package  basis 

24, 167.  77 
12,241.00 

66.38 

1,  323. 92 
838.09 

61.24 

Distributed  to  products  on  cubic  space  basis 

33.  62 

38. 76 

Total- 

36, 408. 77 

100.00 

2, 162.01 

100.00 
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Appendix  Table  11. — Distributor  F:  Retail  and  wholesale  delivery  expenses^  and 
their  division  according  to  bases  of  distribution  to  products  deliver ed^  October  1935 


Retail  delivery  expense 

Wholesale  delivery 
expense 

Amount 

Percent 

Amount 

Percent 

1 

Labor: 

Shippers  and  checkers 

$175.  72 
2,368.33 
1,689.55 
173.58 
459.20 
177.44 
86.80 

2.59 

34.89 

24.89 
2.56 
6. 76 
2.61 
1.28 

$57. 71 
535.65 

4.42 

41.06 

• 

Chauffeurs  and  helpers 

Horse  drivers  and  helpers i 

Commissions ^ 1 

Route  foremen 

150.80 
58.28 
28. 52 

11.56 
4. 47 
2. 18 

Supervision 

£mployee,s*  allowances 

Total  labor 

5, 130. 62 

75.58 

830.96 

63.69 

Operating  services  and  supplies: 
Ice  manufactured 

Ice  purchased ... 

52.48 

171.35 

82.53 

4.48 

2.55 

.77 
2. 52 
1.22 
.07 
.04 

17.26 

1.32 

Bottle  expense 

Bottle  exchange 

Cartons,  paper,  etc 

1.  48 
.85 

.11 

.07 

Miscellaneous  supplies  and  expense 

Subtotal 

313. 39 

4. 62 

19. 59 

1.50 

Repairs:  Milk  cans  and  jackets 

29.60 

115.75 
22.65 
262. 13 

2.27 

8. 87 
1.  74 
20.09 

Transportation: 

Tolls  and  ferriage 

52.50 

.77 

Freight,  expre.ss,  and  CArtage 

Auto  expense 

712.94 
515. 73 

10.50 

7.60 

Stable  expense 

Subtotal 

1, 281.17 

18. 87 

400.53 

30. 70 

Unclassified: 

Licenses 

■■1 

ShortAge  iin.secured 

39.42 

.58 

3.94 

.30 

Subtotal 

39.42 

.58 

3.94 

.30 

Fixed  charges: 

Depreciation  milk  cans  and  jackets 

12. 14 
7.88 

.93 

.61 

Milk  cASp.s 

23.98 

.35 

Total  fixed  charge.s  . . . 

23.98 

.35 

20.02 

1.54 

Grand  total 

6, 788.  58 

100.00 

1 1,304.64 

100.00 

Distributed  to  products  on  package  basis 

1 5,130.62 

1, 657. 96 

75.58 
24. 42 

830.96 

473.68 

63.69 

36.31 

Distributed  to  products  on  cubic  space  basis..  

Total 


6, 788. 58 


100.00 


1,304.64 


100.00 
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Appendix  Table  12. — Distributor  G:  Retail  and  wholesale  delivery  expense  and 
their  division  with  reference  to  bases  of  distribution  to  products  delivered  October 
1935 


) 

j 


Labor: 

Shippers  and  checkers 

Chauffeurs  and  helpers 

Commissions 

Route  foremen.- 

Supervision 

Employees*  allowances 

Total  labor 

Operating  services  and  supplies: 

Ice  manufactured 

Bottle  expense 

Bottle  exchange 

Cartons,  paper,  twine,  etc 

Miscellaneous  supplies  and  expense 

Subtotal 

Repairs,  milk  cans  and  jackets 

Transportation: 

Tolls  and  ferriage 

Freight,  express,  and  cartage 

Auto  expense 

Subtotal 

Unclassified;  Shortages  unsecured 

Fixed  charges: 

Depreciation: 

Milk  cabinets 

Milk  cans  and  Jackets 

Milk  cases 

Subtotal 

Total,  other  than  labor,. 

Grand  total,. 

Distributed  to  products  on  package  basis 

Distributed  to  products  on  cubic  space  basis 

Total 


Retail  delivery 
expense 

Wholesale  delivery 
exi>ense 

Amount 

Percent 

Amount 

Percent 

$313.80 
1, 574.  23 
164.  75 
209.50 
138. 91 
44. 02 

8.76 

43.94 

4.60 

5.85 

3.88 

1.22 

$288. 14 
197. 37 

17.46 

11.96 

miliHH 

2, 445. 21 

68.25 

485.  51 

29. 42 

47.43 
258.91 
73.56 
51.64 
1. 40 

1.32 

7.23 

2.05 

1.44 

.04 

43.55 

2.64 

47.41 

1.30 

2. 87 
.08 

432.94 

12.08 

92.26 

5. 59 

128. 21 

7.77 

BHBHB 

561.60 
311. 37 

34.03 

18.87 

673. 47 

18.80 

673. 47 
26.95 

18.80 

.75 

872. 97 

52.90 

■■■■■■■■■ 

.50 
66. 91 
4.  01 

.03 

4.05 

.24 

4.36 

.12 

mm 

HB9 

mm 

4.32 

1,137.72 

31. 75 

1, 164.86 

70.58 

3, 582. 93 

100.00 

1,650. 37 

100.00 

2,445. 21 
1, 137.72 

68.25 
31.  73 

485. 51 
1, 164. 86 

29. 42 
70.58 

3,582. 93 

190.00 

Appendix  Table  13. — Severi  milk  distributors^  expense  per  sales  unit  and  per  quart  equivalent  of  delivering  milk  and  cream  on  retail  routes, 

by  sales  units,  October  1935 

[Note.— Computed  without  assigning  to  transportation  expense  any  part  of  drivers*  and  chauffeurs*  compensation] 
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